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CHAIRMAN’S LETTER

On the Cover
Conn’s Pearl Street Location and
Conn’'s Baytown Location in 2006

Dear Shareholders:

| am pleased to report to you that your company is in a very strong position as
we enter the new fiscal yvear.

The past year presented us with many opportunities and challenges, both
operational and financial. Most of them were the result of hurricanes that hit the
Gulf coast in the last half of 2005, The storms had long-lasting effects, including
resource shortages in all of our operating divisions — sales, distribution, service
and, most notably, our credit division. QOur entire credit operation was displaced
from our corporate facility in Beaumont, Texas, when the immediate area in and
around Beaumont was evacuated just before Hurricane Rita made landfall some
30 miles east of the city. While we were able 1o relocate the functions away
from the coast, the disruptions in mail delivery, collections activities and staffing
were felt for many months. As a result, our credit portiolio performance declined
for a period of time. However, by the fourth quarter, staffing had improved,
caseloads had declined, cure rates were up, delinquencies had improved and
losses returned to normal levels. Conn’s secondary portfolio for new credit
consumers and credit-challenged consumers, which comprises only 23.5% of
the cutstanding receivables, continues to perform at its traditional level. As a
result of diligent underwriting standards the net charge-off rate for the secondary
portfolio at year-end was only 3.3%.

Also, our credit subsidiary was successful in raising $200 miliion in additional
funding to finance the purchase of our receivables. We opened six new retail
stores and executed a very successful holiday selling season. Dealing with the
challenges from the storms produced a more seasoned, stronger management
team.

Allin all, last year turned out very well: total revenue was up 8.5% and net
income decreased 1.9% against the outstanding results of the prior year that
saw revenues grow 24% and net income increase 34%. When considered on a
two-year basis, revenues and net income increased approximately 15% a year.

With improving sales and improving credit performance, the year ahead looks
bright. Yes, we will also have challenges this year. Wa are up against tough
sales comparisons in the first half of the year, we compete daily in a very
aggressive retail environment and there are unknowns that may again test our
resolve. But | ami confident that our management team is up to the task. They
have proven that they can face obstacles that are placed before them, create
measures o overcome those obstacles and ultimately succeed in their effort to
better serve our customers, fellow associates and cur shareholders.

Thank you for your continued confidence in us.
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PART |
ITEM 1. BUSINESS.

Unless the context indicates otherwise, references to "we,” "us,” and "our"” refer to the consolidated
business operations of Conn’'s, Inc. and all of its direct and indirect subs:dlarfes, limited fiability companies
and limited partnerships.

Overview

We are a specialty retailer of home appliances and consumer electronics. We sell major home
appliances including refrigerators, freezers, washers, dryers and ranges, and a variety of consumer
electronics including micro-display projection, and plasma and LCD flat panel televisions, camcorders, digital
cameras, DVD players and home theater products. We also sell home office equipment, lawn and garden
equipment, mattresses and furniture and we continue to introduce additional product categories for the home
and for consumer entertainment, such as MP3 player’s, to help increase same store sales and to respond to
our customers’ product needs. We offer over 2,500 product items, or SKUs, at good-better-best price points
representing such national brands as General Electric, Whirlpool, Frigidaire, Maytag, LG, Mitsubishi,
Samsung, Sony, Toshiba, Hitachi, Apple, Serta, Ashley, Lane Hewlett Packard, Compaq, Poulan,
Husqvarna and Toro. Based on revenue in 2005, we were the g™ largest retailer of home appliances and the
37" largest retailer of consumer electronics in the United States. Additionally, historically we are the second
or third leading retailer of home appliances in terms of market share in the majority of our established
markets. Likewise, in the home entertainment product categories in which we compete, we rank third or
fourth in market share in the majority of our established markets.

We began as a small plumbing and heating business in 1890. We began selling home appliances to
the retail market in 1937 through one store located in Beaumont, Texas. We opened our second store in
1958 and have since grown to 62 stores.

We have been known for providing excellent customer service for over 115 years. We believe that our
customer-focused business strategies make us an attractive alternative to appliance and electronics
superstores, department stores and other national, regional and local retailers. We strive to provide our
customers with:

* a high leve! of customer service;

* highly trained and knowledgeable sales personnel;

» a broad range of competitively priced, customer-driven, brand name preducts;
+ flexible financing alternatives through our proprietary credit programs;

* next day delivery capabilities; and

« outstanding product repair service.

We believe that these strategies drive repeat purchases and enable us to generate substantial brand
name recognition and customer loyalty. During fiscal 2007, approximately 61% of our credit customers,
based on the number of invoices written, were repeat customers.

.In 1994, we realigned and added to our management team, enhanced our infrastructure and refined
our operating strategy to position ourselves for future growth. From fiscal 1994 to fiscal 1999, we selectively
grew our store base from 21 to 26 stores while improving operating margins from 5.2% to 8.7%. Since fiscal
1999, we have generated significant growth in our number of stores, revenue and profitability. Specifically:

« we have grown from 26 stores to 62 stores, an increase of over 138%, with several more stores
currently under development;

» total revenues have grown 224%, at a compounded annual rate of 15.8%, from $234.5 million in
fiscal 1999, to $760.6 million in fiscal 2007;




= net income from continuing operations has grown 358%, at a compounded annual rate of 20. 9%,
from $8.8 million in fiscal 1999 to $40.3 million in fiscal 2007; and Co :

+ our same store sales growth from fiscal 1999 through fiscal 2007 has averaged 8.6%; it was 3.6% for
fiscal 2007. See additional discussion about same store sales under Managements DISCUSSIOH and
Analysis of Financial Condition and Results of Operations.

Our principal executives offices are located at 3295 College Street, Beaumont, Texas 77701. Our
telephone number is (409) 832-1696, and our corporate website is www.conns.com. We do not intend for
information contained on our website to be part of this Form 10-K. :

Corporate Reorganization

‘ We were formed as a Delaware corporation in January 2003 with an initial capltallzatlon of $1, 000 to
become the holding company of Conn Appliances, Inc., a Texas corporation. Prior to the completion. of our
initial public offering (the IPO) in November 2003, we had no operations. As a result of the IPO, Conn
Appliances, Inc. became our wholly-owned subsidiary and the common and preferred stockholders of Conn
Appliances, Inc. exchanged their common and preferred stock on a one-for-one basis for the common and
preferred stock of Conn's, Inc. Immediately after the IPO, all preferred stock and accumulated dividends
were redeemed, either through the payment of cash or through the conversion of preferred stock to common
stock.

Industry Overview

The home appliance and consumer electronics industry includes major home appliances, small
appliances, home office equipment and software, ‘micro-display projection and ptasma and LCD fiat panel
televisions, and audio, video and portable electronics. Sellers of home appliances and consumer electronics
include large appliance and electronics superstores, national chains, small regional chains, single-store
operators, appliance and consumer electronics departments of selected department and discount stores and
home improvement centers. ‘

Based on data published in Twice, Th:s Week in Consumer Electronics; a weekly magazme dedicated
to the home appliances and consumer electronics industry in the United States, the top 100 major appliance
retailers reported sales of approximately $22.8 billion in 2005, up approximately 3.2% from reported sales in
2004 of approximately $22.1 billion. The retail appliance market is large and concentrated among a few
major dealers. Sears has been the leader in the retail appliance market, with a market share of the top 100
retailers of approximately 39% in both 2004 and 2005. Lowe's and Home Depot held the second and third
place positions, respectively, in national market share in 2005. :

As measured by Twice, the top 100 consumer electronics retailers in the United States reported
equipment and software sales of $108.2 billion in 2005, a 11.9% increase from the $96.7 billion reported in
2004. According to the Consumer Electronics Association, or CEA, total industry manufacturer sales of
consumer electronics products in the United States, are projected to exceed $155 billion in 2007, up from
$145 billion in 2006. The consumer electronics market is highly fragmented. We estimate, based on data
provided in Twice, that the two largest consumer electronics superstore chains together accounted for
approximately 32% of the total electronics sales attributable to the 100 largest retailers in 2005. New
entrants in both the home ‘appliances and consumer electronics industries have been successful in galmng
market share by offering similar product selections at lower prices. .

in the home appliance market, many factors drive growth, including consumer confidence, household
formations and new product introductions. Product design and innovation is rapidly becoming a key driver of
growth in this market. Products either recently introduced or scheduled to be offered include high efficiency,
front-loading laundry appliances, three door refrigerators, double ovens, free-standing ranges, cabinet style
dishwashers, and dual fuel cooking appliances.

Technological advancements and the introduction of new products have largely driven growth in the
consumer electronics market. Recently, industry growth has been fueled primarily by the introduction of
products that incorporate digital technology, such as ‘portable and traditional DVD players, digital cameras
and camcorders, digital stereo receivers, satellite technology, MP3 products and high definition flat panel
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and projection televisions. Digital products offer significant advantages over their analog counterparts,
including better: clarity. and quality of video and audio, durability of recording and compatibility with
computers. Due to these advantages, we believe that digital technology will continue to drive industry growth
as consumers replace their analog. products with digital preducts. We believe the following product
advancements will continue to .fuel growth in the consumer electronics industry and that they offer us the
potential for significant sales growth: A

« Digital Television (DTV and High Definition TV). The Federal Communications Commission has set
a hard date of February 17, 2009 for ali commercial television stations to transition from broadcasting
analog signals to digital S|gnals The Yankee Group, a communications and networking research and
consulting firm, estimates that by the year 2010, HDTV signals will be in nearly 80 million homes in
the United States. To view a digital transmission, consumers will need either a digital television or a
set-top box converter capable of converting the digital broadcast for viewing on an analog set. We
believe the high clarity digital flat panel televisions in both liquid crystal display (LCD}, and plasma
formats has increased the'quality and sophistication of these entertainment products and will be a
key driver of digital television growth as more digital and high definition content is made available
either through traditional distribution methods or through emerging content delivery systems. As
prices continue to drop on such products they become increasingly attractive to larger and more
diverse ‘group of consumers.

» Digital Versatile Disc (DVD). According to the CEA, the DVD player has been the fastest growing
consumer electronics product in history. First introduced in March 1997, DVD players are currently in
80% of U.S. homes. We believe newer technology based on the DVD delivery system, such as high
definition DVD, “blu-ray’,-and portable players will continue to drive consumer interest in this
entertainment category,

- Portable electronics. Compressed-music portables, represented most notably by the Apple iPod,
enjoy significant growth, and accounted for over 85% of total dollar sales of portable audio products
in 2006 according to the CEA as reporied in TWICE magazine.

Business Strategy

Our objective is to be the leading specialty retailer of home appliances and consumer electronics in
each of our markets. We strive to achieve this objective through'a continuing focus on superior execution in
five key areas: merchandising, consumer credit, distribution, product service and training. Successful
execution in each area relies on the following strategies:

« Providing a high level of customer service. We endeavor to maintain a very high level of
customer service as a key component of our culture, which has resulted in average customer
satisfaction levels of approximately 91% over the past three years. We measure customer
satisfaction on the sales fldor, in our delivery operation and in our service department by sending
survey cards to all customers to whom we have delivered or installed a product or made a service
call, Our customer service resolution department attempts to address all customer complaints within
48 hours of receipt.

* Developing and retaining highly trained and knowledgeable sales personnel. We require all
sales personnel to specialize in home appliances, consumer electronics or “track” products. Some of
our sales associates qualify in more than one specnalty Track products include small appliances,
computers, camcorders, DVD players, cameras, MP3 players and telephones that are sold within the
interior of a large colorful track that circles the interior floor of our stores. This specialized approach
allows the sales person to focus on specific product categories and become an expert in selling and
using products in those categories. New sales personnel must complete an intensive two-week
classroom training program conducted at our corporate office and an additional week of on-the-job
training riding in a delivery and a service truck to observe how we serve our customers after the sale
is made.

+ Offering a broad range of customer-driven, brand name products. We offer a comprehensive
selection of high-quality, brand name merchandise to our customers at guaranteed low prices.
Consistent with our good-better-best merchandising strategy, we offer a wide range of product
selections from entry-level models through high-end models. We maintain strong relationships with




the approximately 40 manufacturers and distributors that enable us to offer over 2,500 SKUs to our
customers. Qur principal suppliers include General Electric, Whirlpool, Frigidaire, Maytag, LG,
Mitsubishi, Samsung, Sony, Toshiba, Hitachi, Apple, Serta, Ashley,-Lane, Hewlett Packard, Compagq,
Poulan, Husgvarna and Toro. To facilitate our responsiveness fo customer demand, we test the
sales process of all new products and obtain customers' reactions to new display formats before
introducing these products and display formats to all of our stores. .

Offering flexible financing alternatives through our proprietary credit programs. In the last
three years, we financed, on average, approximately 58% of our retail sales through our internal
credit programs. We believe our credit programs expand our potential customer base, increase our
sales revenue and enhance customer loyalty by providing our customers immediate access to
financing alternatives that our competitors typically do not offer. Our credit department makes all
credit decisions internally, entirely independent of our sales personnel. We provide special
consideration to the customer's credit history with us. Before extending credit, we match our loss
experience by product category with the customer's credit worthiness to determine down payment
amounts and other credit terms. This facilitates product sales while keeping our credit risk within an
acceptable range. We provide a full range of credit products, including interest-free programs for the
highest credit quality customers and our secondary portfolio for our credit challenged customers.
The secondary portfolio, which has generally lower average credit scores than our primary portfolio,
undergoes more intense internal underwriting scrutiny to mitigate the inherently greater risk.
Approximately 56% of customers who have active credit accounts with us take advantage of our in-
store payment option and come to our stores each month to make their payments, which we believe
results in additional sales to these customers. Through our predictive dialing program, we contact
customers with past due accounts daily and attempt to work with them to collect payments in times of
financial difficulty or periods of economic downturn. Our credit decisions and collections process
enabled us to achieve an average net loss ratio of 2.8% over the past three years on the credit
portfolio that we service for a Qualifying Special Purpose Entity or QSPE.

Maintaining next day distribution capabilities. \We maintain five regional distribution centers and
two other related facilities that cover all of the major markets in which we operate. These facilities are
part of a sophisticated inventory management system that also includes a fleet of approximately 120
transfer and delivery vehicles that service all of our markets. Our distribution operations enabie us to
deliver products on the day after the sale for approximately 94% of our customers who scheduled
delivery during that timeframe.

Providing outstanding product repair service. We service every product that we sell, and we
service only the products that we sell. In this way, we can assure our customers that they will receive
our service technicians' exclusive attention to their product repair needs. All of our service centers
are authorized factory service facilities that provide trained technicians to offer in-home diagnostic
and repair service as well as on-site service and repairs for products that cannot be repaired in the
customer’'s home.

Store Development and Growth Strategy

In addition to executing our business strategy, we intend to continue to achieve profitable, controlled

growth by increasing same store sales, opening new stores and updating, expanding or relocating our
existing stores.

Increasing same siore sales. We plan to continue to increase our same store sales by:
»  continuing to offer quality products at competitive prices;

+ re-merchandising our product offerings in response to changes in consumer demand;
* adding new merchandise to our existing product lines;

= training our sales personnel {o increase sales closing rateé;

= updating our stores as needed,;




+ continuing to promote sales of computers and smaller electronics, mcludlng the expanSLon of
high margin accessory items;

« continuing to provide a high level of customer service in sales, delivery and servicing of our
products; and
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* increasing sales of our merchandise, finance products, service maintenance agreements and
credit insurance through direct mail and in-store credit promotion programs.

* Opening new stores. We intend to take advantage of our reliable infrastructure and proven store
model to continue the pace of our new store openings by opening six to eight new stores in fiscal
2008. This infrastructure includes our proprietary management information systems, training
processes, distribution network, merchandising capabilities, supplier relationships, product service
capabilities and centralized credit approval and collection. processes. We intend to expand our store
base in existing, adjacent and new markets, as follows:

«  Existing and adjacent markets. We intend to increase our market presence by opening new
stores in our existing markets and in adjacent markets as we identify the need and opportunity.
New store openings in these locations will allow us to maximize opportunity in those markets and
leverage our existing distribution network, advertising presence, brand name recognition and
reputation. In fiscal 2007 we opened new stores in Houston, Dallas and San Antonia.

+  New markets. We have identified several new markets that meet our criteria for site selection,
including South Texas, East Texas, central Louisiana around Shreveport, Monroe and
Alexandria, southern Oklahoma and southwest Arkansas. We intend to consider these new
markets, as well as others, over the next several fiscal years. We intend to first address markets
in states in which we currently operate. We expect that this new store growth will include major
metropolitan markets in both Texas and Louisiana. We have also identified a number of smaller
markets within Texas and Louisiana in which we expect to explore new store opportunities. Our
tong-term growth plans include markets in other areas of significant population density in
neighboring states. '

= Updating, expanding or relocating existing stores. Over the last three years, we have updated,
expanded or relocated most of our stores. We have implemented our larger prototype store model at
all locations in which the market demands support such store size, and where available physical
space would accommodate the required design changes. As we continue to add new stores or
replace existing stores, we intend to modify our floor plan to include elements of this new model. We
continuously evaluate our existing and potential sites to ensure our stores are in the best possible
locations and relocate stores that are not properly positioned. We typically lease rather than
purchase our stores to retain the flexibility of managing our financial commitment to a location if we
later decide that the store is performing below our standards or the market would be better served by
a relocation. After updating, expanding or relocatlng a store, we expect to increase same store sales
at those stores.  ~

The addition of new stores has played, and we belisve will continue to play, a significant role in our
continued growth and success., We currently operate 62 retail stores located in Texas and Louisiana. We
opened six stores in each of fiscal 2005, 2006 and 2007. We also closed cne clearance store in one of our
markets in fiscat 2005. We plan to continue our store development program by opening an additional six to
eight new stores, or an approximately 10% -increase in total retail floor space, per year and continue to
update a portion of our existing stores each year. We believe that continuing our strategies of updating
existing stores, growing our store base and locating our stores in deswabfe geographic markets are essential
for our future success.

Customers

We do not have a significant concentration of sales with any individual customer and, therefore, the
loss of any one customer would not have a material impact on our business. No single customer accounts
for more than 10% of our total revenues; in fact, no single customer accounted for more than $500,000 (less
than 0.1%) of our total revenue of $760.6 million during the year ended January 31, 2007.
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Products and Merchandising

Product Categotries. Each of our stores sells t’ ve major categones of products major home
appliances, consumer electronics, computers and peripheral equipment, delivery and installation services
and other household products, including furniture, lawn and garden equipment and mattresses. The
following table, which has been adjusted from previous filings to ensure comparability, presents a summary
of net sales by major product category, service maintenance agreement comm|SS|ons and servuce revenues,

for the years ended January 31, 2005, 2006, and 2007 : N L

Years Ended January 31,

2005 . ; 2006 L ¢ 2007
Amount « % Amount " % Amount %

Major home appliances................ $ 168,544 341% § 223,294 - '36.0%- $ 230 963 34.1%
Consumer electronics................. 154,873 313 186,663 ~ - '30.1 214,271 31.7
TraCK. oo 84,803 17.2 99,184 16.0 94,385 13.9
(BT 1V7-Y Y S ORI 7,605 15 9931 _ 16 11,380 1.7
Lawn and garden......c.coovev. 14272 7 29 17,567 28 7 16,741 25
Bedding............. e e, 10,240 ' 2.1 13420 0 21 0 17,721 26
Furniture..........ocooviviii 7,207 ‘ 1.5 15,320 25 133,357 4.9
Other... 4,016 08 4,798 0.8 " 5,131 0.8

Total product sales 451,560 914 ° 569,877 .. 9.8 - 623,959 922
Service maintenance agreement - - : :
COMMISSIONS....ovvereeaeeaiianss 23,950 '~ 48 © 30583 - -49 t 30,567 45
Service revenues............ RO 18,725 3.8 ' 20,278 33 22,411 3.3
Total net sales........................ $ 494,235 100.0% $ 620,738 100.0% $ 676,937 100.0%

——— e e e e e e e e ———
—_— —_—_—_—_—_— e e——— e e —

Within these major product categories (excluding serwce mamtenance agreements service revenues
and delivery and installation), we offer our customers over 2,500 SKUs in a wide range of price points. Most
of these products are manufactured by brand name companies,”including General Electric, Whirlpool,
Frigidaire, Maytag, LG, Mitsubishi, Samsung, Sony, Toshiba; Hitachi, Apple, Serta, Ashley, Lane, Hewlett
'Packard, Compaq, Poulan, Husgvarna and Toro. As part of our good-better-best merchandising strategy,
our customers are able to choose from products ranging from low-end to mid- to hlgh end models in each of
our key product categories, as follows: . . .

*

Category . . ' Products . - ‘. Selected Brands

b
Major-appliances ' ,' Refrigerators, freezers, washers, General E!ectnc Frlgldalre

dryers, ranges, dishwashers, air - Whlrtpool Maytag, LG,
conditioners and vacuum cleaners  KitchenAid, Sharp, Friedrich,
Roper, Hoover and Eureka

Consumer electronics ' Projection, plasma, LCD and DLP -+ Sony, Samsung, Mitsubishi, LG,
: "~ televisions, and home theater ' . *“Toshiba, Hitachi, Yamaha and’
systems . o Bose : '
Track . : \ -+ . Computers, computer perlpherals,. Hewlett Packard Compaq Sony,

camcorders, digital cameras, DVD- App!e and Yamaha
players, audioc components,. . ., . i:

compact disc players, speakers

and portable electronics (e.g.

iPods) -
Other ) _ Lawn and garden, furniture and Poulan, Husqvarna, Toro, Rally,
mattresses  \Weedeater, Ashley; Lane, Franklln

~ and Serta
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Purchasing. We purchase products from over 100 manufacturers and distributors. Our agreements
with these manufacturers and distributors typically cover a one or two year time period, are renewable at the
option of the parties and are terminable upon 30 days written notice by either party. Similar to other specialty
retailers, we purchase a significant portion of our total inventory from a limited number of vendors. During
fiscal 2007, 57.2% of our total inventory purchases were from six vendors, including 12.9%, 12.7% and
12.1% of our total inventory from Frigidaire, Samsung and Whirlpool, respectively. The loss of any one or
more of these key vendors or our failure to establish and maintain relationships with these and other vendors
could have a material adverse effect on our results of operations and financial condition. We have no
indication that any of our suppliers will discontinue selling us merchandise. We have not experienced
significant difficulty in maintaining adequate sources of merchandise, and we generally expect that adequate
sources of merchandise will continue to exist for the types of products we sell.

Merchandising Strategy. We focus on providing a comprehensive selection of high-quality
merchandise to appeal to a broad range of potential customers. Consistent with- our good-better-best
merchandising strategy, we offer a wide range of product selections from entry-level models through high-
end models. We primarily sell brand name warranted merchandise. Our established relationships with major
appliance and electronic vendors and our affiliation with NATM, a major buying group, give us purchasing
power that allows us to offer custom-featured appliances and electronics and provides us a competitive
selling advantage over other independent retailers. We test the sale of all new products and obtain
customers’ reactions to new display formats before introducing these products and display formats to alf of
our stores. As part of our merchandising strategy, we operate clearance centers, either as stand-alcne units
or incorperated within one of our retail stores, in our Houston, San Antonio and Dallas markets to help sell
damaged, used or discontinued merchandise. :

Pricing, We emphasae competitive pricing on all of our products and maintain a low price guarantee
that is valid in all markets for 10 to 30 days after the sale, dependingon the product. At most of our stores, to
print an invoice that contains pricing other than the price maintained within our computer system sales
personnel must call a special “hotline” number at the corporate office for approval. Personnel staffing this
hotline number are familiar, with competitor pricing and are:authorized to make price adjustments to fulfill our
low -price guarantee when a customer presents acceptable proof of the competitor's lower price. This
centralized function also allows us to maintain control of pricing and to store and retrieve pricing data of our
competitors.

L]

Customer Service

- We focus on customer service as a key component of our strategy. We believe our next day delivery
option, which is not offered by most of our competitors, is one of the keys to our success. Additionally, we
attempt to answer and resolve all customer complaints within 48 hours of recelpt We track customer
complaints by individual salesperson, delivery person and service technician. We send out over 38,000
customer satisfaction survey-cards each month covering all deliveries and service'calls. 'Based upon a
response rate from our customers of approximately 15%, we consistently report an average customer
satisfaction level of approximately 91%.
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Store Operations

Stores. At the end of fiscal 2007 we operated 62 retail and clearance stores located in Texas and
Louisiana. The following table illustrates our markets, the number of freestanding and strip mall stores in
each market and the calendar year in which we opened our first store in each market;

Number of Stores First

Stand Strip Store
Market Alone Mall = Opened
Houston .. 6 15 1983
SanAntomcv‘Austm ; 6 8 1994
Golden Triangle (Beaumont, Port Arthur and Orange Texas

and Lake Charles, Lovisiana) . 1 4 1937

Baton Rouge/Lafayetle ...........ccvviemriiiiiinic ettt v e 1 4 1975
COMPUS CRASH _..vsoivsee oottt et e ettt en e et e reeaen et e 1 0 2002
SOUI TEXAS .. coevieerarrirervaenvrenraer s errressamente s e vesaes x e et s esban e et s sbe e s en et mene s enn e e aeeen 0 2 2004
TOUBL .o ettt e e ettt ee e e e et ee e e e et e sr et e aes 1o 46

Our stores have an average selling space of approximately 21,700 square feet, plus a rear storage
area averaging approximately 5,500 square feet for fast-moving or smaller products that customers prefer to
carry out rather than wait for in-home delivery. Three of our stores are clearance centers for discontinued
product models and damaged merchandise, returns and repossessed product located in our Houston and
Dallas markets and contain 48,800 square feet of combined selling space. All stores are open from 10:00
a.m. to 9:30 p.m. Monday through Friday, from 2:00 a.m. to 9:30 p.m. on Saturday, and from 11:00 a.m. to
7:00 p.m. on Sunday. We also offer extended store hours during the holiday selling season.

Approximately 74% of our stores are located in strip shopping centers and regional malls, with the
balance being stand-alone buildings in “power centers” of big box consumer retail stores. All of our locations
have parking available immediately adjacent to the store's front entrance. Our storefronts have a distinctive
front that guides the customer to the entrance of the store. Inside the store, a large colorful tile track circles
the interior ficor of the store. One side of the track leads the customer to major appliances, while the other
side of the track leads the customer to a large display of television and projection television products. The
inside of the track contains various home office and consumer electronic products such as computers,
printers, DVD players, camcorders, digital cameras and MP3 players. Mattresses, furniture and lawn and
garden equipment-displays occupy the rear of the sales floor. To reach the cashier's desk at the center of the
track area, our customers must walk past our products. We believe this increases sales to customers who
have purchased products from us on credit in the past and who return to our stores to make their monthly
credit payments.

We have updated most of our stores in the last three years. We expect to continue to update our stores
as needed to address each store’s specific needs. All of our updated stores, as well as our new stores,
include modern interior selling spaces featuring atiractive signage and display areas specifically designed for
each major product type. Our prototype store for future expansion has from 25,000 to 30,000 square feet of
retail selling space, which is approximately 20% more than the average size of our existing stores and a rear
storage area of between 5,000 and 7,000 square feet. Our investment to update our stores has averaged
approximately $170,000 per store over the past three years, and as a result of the updating, we expect to
increase same store sales at those stores. Over the last three years, we have invested approximately $7.7
million updating, refurbishing or relocating our existing stores.

Site Selection. Our stores are typically located adjacent to freeways or major travel arteries and in
the vicinity of major retail shopping areas. We prefer to locate our stores in areas where our prominent
storefront will be the anchor of the shopping center or readily visible from major thoroughfares. We also
attempt to locate our stores in the vicinity of major home appliance and electronics superstores. We have
typically entered major metropolitan markets where we can potentially support at least 10 to 12 stores. We
believe this number of stores allows us to optimize advertising and distribution costs. We have and may
continue to elect to experiment with opening lower numbers of new stores in smaller communities where
customer demand for products and services outweighs any extra cost. Other factors we consider when
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evaluating potential markets include the distance from our distribution centers, our existing store locations
and store locations of our competitors and population, demographics and growth potential of the market.

Store Economics. We lease 55 of our 62 current store locations, with an average monthly rent of
$19,400. Our average per store investment for the 9 new leased stores we have opened in the last two years
was approximately $1.6 million, including leasehold improvements, fixtures and equipment and inventory
(net of accounts payable). Our total investment for the three locations that were purchased or built in the last
two years averaged approximately-$4.4 million, including land, buildings, fixtures and equipment and
inventory (net of accounts payable). For these new stores, excluding the clearance center, the net sales per
store have averaged $0.7 million per month.

Our new stores have typically been profitable on an operating basis within their first three to six months
of operation and, on average have returned our net cash investment in 20 months or less. We consider a
new store to be successful if it achieves $8 million to $9 million in sales volume and 2% to 5% in operating
margins before other ancillary revenues and allocations of overhead and advertising in the first full year of
operation. We expect successful stores that have matured, which generally occurs after two to three years of
operations, to generate annual sales of approximately $12 million to $15 million and 5% to 9% in operating
margins before other ancillary revenues and overhead and allocations. However, depénding on the credit
and insurance penetration of an individual store, we believe that a store that does not achieve these levels of
sales can still contribute significantly to our pretax margin.

" Personnel and Compensation. We staff a typical store with a store manager, an assistant manager,
an average of 20 sales personnel and other support staff including cashiers and/or porters based on store
size and location. Managers have an average ténure with us of apprommately seven years and typically
have prior sales floor experience. In addition to store managers, we have seven district managers that
generally oversee from seven to ten stores in each market. Our district managers generally have five to
fifteen years of sales experience and report to our senior vice president of sales, who has over twenty years
of sales experience. -

We compensate our sales associates on a straight commission arrangement, while we generally
compensate store managers on a salary basis plus incentives and cashiers at an hourly rate. In some
instances, store managers receive earned commissions plus base salary. We believe that because our store
compensation plans are tied to sales, they generally provide us an advantage in attracting and retaining
highly motivated employees. - ' .

Training. New sales personnel must complete an intensive two week classroom training program
conducted at our corporate office. We then require them to spend an additional week ndmg in delivery and
service trucks to gain an understanding of how we serve our customers after the sale is made. Installation
and delivery staff and service personnel receive training through an on-the-job program in which individuals
are assigned to an experienced installation and delivery or service employee as helpers prior to working
alone. In addition, our employees benefit from on-site training conducted by many of our vendors.

We attempt to identify store manager candidates early in their careers with us and place them in a
defined program of training. They generally first attend our in-house training program, which provides
guidance and direction for the development of managerial and supervisory skills. They then attend a Dale
Carnegie certified management course that helps solidify their management knowledge and builds upon
their internal training. After completion of these training programs, manager candidates work as assistant
managers for six to twelve months and are then allowed to manage one of our smaller stores, where they
are supervised closely by the store’s district manager. We give new managers an opportunity to operate
larger stores as they become more proficient in their management skills. Each store manager attends
mandatory training sessions on a monthly basis and also attends bi-weekly sales training meetings where
participants receive and discuss new product information.

.
LY

Marketingj

We design our marketing and advertising programs to increase our brand name recognition, educate
consumers about our products and services and generate customer traffic in order to increase sales. Our
‘programs include periodic promotions such as three, six, twelve, eighteen, twenty-four or thirty-six months of
no interest financing. We conduct our advertising programs primarily through local newspapers, local radio
and television stations and direct marketing through direct mail, telephone and our website.
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Dlrect marketing has become an effecttve way for us to present our products and services to our
existing customers and potential fiew customers. We use direct mail to target promotional mailings to credit
worthy individuals, including new residents in our market areas from time to time. In addition, we use_direct
mail to market increased credit lines to existing customers, 10 encourage customers using third party credit to
convert to our credit programs and for customer appreciation mailings. We also conduct a mail program to
reestablish-contact with customers who applied for credit.recently at one of our stores but did not purchase a
product. Additionally, we call customers who recently applied-for credit at one of our- retail locations but did
not purchase a product; this often redirects potential purchasers back into the original store location. | .

Our website, www.conns.com, provides customers the ability to purchase our products on-line, offers
information about our selection of products and provides .useful information to the consumer on pricing,
features and benefits for each product;. in addition to required corporate governance information. Our
website also aliows:the customers residing in the markets in which we operate retail locations to apply-and
be considered for credit and see: our special, on-line promotional items. The website currently averages
approximately 6,670 visits per day from potential and existing. customers and during fiscal 2007, was the
source of approximately 120,920 credit applications. The website is linked to a call center, a[lowmg us to
better assist customers with their credit and product needs. ) .

S 4

Dlstrlbutton and lnventory Ma"agemem s ) | |

We typically locate our stores in close proxlmtty of .our five regional distribution centers located in
Houston San Antonio, Dailas and Beaumont Texas and Lafayette, Louisiana and smaller cross-dock
faClllttES in Austin, and Harllngen Texas. Th|s enables us to deliver products to our customers.quickly,
reduces |nventory requ:rements at'the mdtvudual stores and facilitates reglonahzed inventory and accountlng
controls . . PN -

ty [y
P P . |

In our retail stores, we maintain an inveniory of fast-moving ‘items and products that the custoiner is
likely to carry out of the store. Our sophisticated Distribution Inventory Sales computer system and the use of
scanning technology in our distribution centers allow us to determine, on a real-time basis, the exact location
of any, product wé sell. If we do not have a product at the desired retail store at the time of sale, we can
prowde it through our distribution. system onha next day basis.

We maintain a fleet of tractors and trailers that allow us to move products from market to market and
from distribution centers to stores. Our fleet of home delivery vehicles enables our highly-trained delivery and
installation spemahsts to quickly, complete the sales process, enhancing customer service. We receive a
dellvery fee based on their’ choice of dellvery Additionally, we are able to complete deliveries to our
customers on the day after the sale for approxrmatety 94% of our customers who have scheduled delivery
dunng that tlmeframe
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General. We sell our products for cash or for payment through major credit cards, which we treat as
cash’ sales” We -also "offér our customers ‘'several ‘financing alternatives through our proprietary credit
programs. In the last threé fiscal years, we fi nanced ‘on average, approximately 58% of our retail sales
through one of our two credit programs We-offer our customers a choice of installment payment plans and
revolvnng -credit plans through our pnmary credit portfolro We also offer an installment program through our
secondary credit portfollo to a limited number of customers who do not qualify for credit under our primary
credit portfotlo The totlowang table shows 'our product and service maintenance agreements sales net of
returns arid atlowances by method of payment for the periods rndlcated

ot 4

T o - - ~ Years EndedJanuary31

Finance Operatlons

2005 " 2006 ) 2007

Amount Yo Amount % Amount %
Cash and other credit cards'....>....vx $ 193,753 . 40.8% & 254,047 ., 423% $ 274,533 42.0%
. Primary.credit. portfollo. : ! (LS : .
‘Instaliment- 0. AU S T 225,369 . 47.4° 263,667 43.9 262,653 40.1
* Revolving ....... e et V20,663 43 ¢ 30,607 5.1 43225 . . 66
Secondary credit portfolio ............... - 35725 - 75 +  "52049 8.7 74,115 11.3
Total $ 475,510 100.0% % 600,460 100.0% $ 654,526 100.0%
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Credit Approval. Our credit programs ‘are operated by our centralized credit ‘department staff,
independent of sales personnel. As part of our centralized credit approval process, we have developed a
proprietary standardized scoring model that provides preliminary credit decisions, including down payment
amounts and credit terms, based on both customer and product risk. We developed this model with data
analysis by Equifax® to correlate the product category of a customer purchase with the default probability.
We reported, in connection with the bond offering completed by our QSPE in August 20086, that the weighted
average credit score of the recéivables included in the sold portfolio was 604, excluding accounts that had
no credit score. Although we rely on this program to approve automatically some credit applications from
customers, approximately 91% of our credit decisions-are based on' evaluation 'of the customer's
creditworthiness by a qualified credit grader. As of January 31, 2007, we employed’ approxlmately 500 full-
time and part-time employees who focus on credit approval, collections and credit customer service. These
employees are trained to follow our strict methodology in approving credit, collecting.our. accounts and
charging off any uncollectible accounts based on pre-determined aging criteria. - -.. 1 ., . .

" A significant part of our ablhty to control delinguency and net charge-off is based on the Ievel of down
payments that we require and the purchase money security interest that we obtain‘in the product financed,
which reduce our credit risk and increase our customers’ ability and wrllmgness 10 méet their future
obligations. We require the customer to purchase or provide proof of credit property insurance coverage to
offset potential losses relating to theft or damage of the product financed.

- Instaliment accounts are paid over a specified period of time with set monthly payments. Revolving
accounts provide customers with a specified amount which the customer may borrow, repay and re-borrow
so long as the credit limit is not exceeded. Most of our installment accounts provide for payment‘over 12 to
36 months, and for those accounts paid in full during fiscal 2007, the' average account was outstanding for
approximately 12 to 14 months. Qur revolving accounts were outstanding approximately 13 to 15 months for
those accounts paid in full during fiscal 2007. During fiscal 2007, approximately 18% of the applications
approved under the primary program were handled automatically through our computer system based on the
customer's credit history. The remaining applications, of both new and repeat customers are sent to an
experienced in-house credit grader . oo

We created our secondary credit portfalio program to meet the needs of those customers who do not
qualify for credit under our primary program, typically due to past credit problems or lack of credit history. If ‘
we cannot approve a customer’s application for credit under our primary. portfolio, we. automatlcally send the
application to the credit staff of our secondary portfollo for further consideration, usmg stricter underwriting ‘
criteria. The additional requirements include verification of employment and recent work history, reference
checks and higher required down payment levels. We offer only the installment program to those customers
that qualify under these stricter underwriting criteria. An experienced, in-house credit grader administers the
.credit approval process for all applications received underiour secondary ‘portfolio program. Most of the
installment accounts approved under. this program provide for repayment over 12 .to. 36=months, and: for
those accounts paid in full during fiscal 2007, the average account was outstanding for approxlmately 18 to
20 months. . wooo WE L. - E
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The followmg two tables present for comparison: purposes information regarding our two credit
portfolios. .

Primary Portfolio (1)
Years Ended January 31,

2005 2006 2007
{total outstanding balance in thousands)
Total outstanding balance (period @nd)...........ccoocoieviieniiiiniinnnns $ 358,252 $_ 421,649 § 435607
Average outstanding customer balance.................cccooiviiin $ 1,268 & 1284 § 1,250
Number of active accounts (period end)..............oooveiiirierrenennnn. 282,533 328,402 348,593
Total applications processed (2).............ccveeenen. e reer e ereas - 567,352 684,674 778,784
Percent of retail sales financed...................cco e, 51.7% 49.0% 46.7%
Total applications approved............coov i 56.4% 52.8% 45.8%
. Average dowWn PaYMENt............cc..eovieiieioeeieeeeeeeeceerses e 7.4% 7.6% 10.6%
Average interest spread (3)..............ceiiinn. SURTITTUTOT e 12.7% 12.0% 11.0%,

Secondary Portfolio
Years Ended January 31,

i 2005 2006 2007
, : {total cutstanding balance in thousands)

Total outstanding balance (penod end) ..................................... $ 70448 % 88072 3 133944
Average outstanding customer balance...............ocovcvevovveeen.. 5 1,040 $ 1128 % 1212
Number of active accounts (period end)............c..ccccoeeeviininininns 67,718 86,936 110,472
Total applications processed (2)............ccoeeeiineeiiiiiiennn e 238,605 314,608 . . 404,543
Percent of retail sales financed..................c.ooocooinlld ST 7.5% 8.7% 11.3%
Total applications approved...........cooiiv i iciiiecee e, - 33.3% 34.1% 32.1% ,
Average down payment.............ooiiiiirriiii e 27.2% 26.4% 251%
Average interest spread (3).............oco 14.0% 14.1% 13.5%

-~
t

{1) The Primary Portfolio consists of owned and sold receivables.

(2) Unapproved credit applications in the primary portfolio are automatically referfed to the secondary portfolio. ) i

(3) Difference between the average interest rate yield on the portfolio and the average cost of funds under the securitization program plus the
allocated interest related 1o funds required to finance the cradit enhancement portion of the portfolio. Also refiects the loss of mterest income
resultlng from interest free promotional programs. '

Credit Quality. We enter into securitization transactions- to sell our retail receivables to a qualifying
special purpose entity or QSPE, which we formed for this purpose. After the sale, we continue to service
these receivables under a contract with the QSPE. We closely monitor these credit portfolios to identify
delinguent accounts: early and dedicate resources to contacting customers concerning past‘due accounts.
We believe that our local presence, ability to work with customers and flexible financing alternatives
contribute to the historically low net charge-off rates on these portfolios. In addition, our customers have the
opportunity to make their monthly payments in our stores, and approximately 56% of our active credit
accounts did so at some time during the last 12 months. We believe that these factors help us maintain a
relationship with the customer that keeps losses low while encouraging repeat purchases.

Our follow-up collection activities involve a combination of efforts that take place in our corporate office
and two smaller collection centers located in Daflas and San Antonio, and outside collection efforts that
involve a visit by one of our credit counselors to the customer's home. We maintain a predictive dialer
system and letter campaign that helps us contact between 25,000 and 30,000 delinquent customers daily.
We also maintain an experienced skip-trace department that utilizes current technology to locate customers
who have moved and left no forwarding address. QOur outside collectors provide an on-site contact with the
customer to assist in the collection process or, if needed, to actually repossess the product in the event of
non-payment. Repossessions are made when it is clear that the customer is unwilling to establish a
reasonable payment process. Our legal department represents us in bankruptcy proceedings and filing of
delinquency judgment claims and helps handle any legal issues associated with the collection process.

Generally, we deem an account to be uncollectible and charge it off if the account is 120 days or more
past due and we have not received a payment in the last seven months. Over the last 36 months, we have

14




recovered approximately 15% of charged-off amounts through our collection activities. The income that we
realize from our interest in securitized receivables depends on a number of factors, including expected credit

losses. Therefore, it is to our advantage to maintain a low delinquency rate and loss ratio on these credit
portfolios.

Our accounting and credit staff consistently monitor trends in charge-offs by examining the various
characteristics of the charge-offs, including store of origination, product type, customer credit information,
down payment amounts and other identifying information. We track our charge-offs both gross, before
recoveries, and net, after recoveries. We periodically adjust our credit granting, collection and charge-off
policies based on this information.

The following table reflects the performance of our two credit portfolios, net of unearned interest.

Primary Portfolio (1) Secondary Portfolio .
Years Ended January 31, Years Ended January 31,
2005 2006 2007 2005 2006 2007
(dollars in thousands) ' {dollars in thousands)
Total outstanding balance (period end).............ccoocoeo.. $ 358,252 § 421,649 § 435607  § 70448 § 98072 § 13394
Average total outstanding balance...........cccoceeoceme. $ 323108 § 387,464 $ 417,747 $ 64484 $ 86461 $ 116,749
Account balances over 60 days old (periodend)............. § 17,503 $ 26029 § 26024 $ 5640 $ 9508 § 11,638
Percent of balances over 60 days old to total
outstanding (pertod end) (2). ... 4.9% 6.2% 6.0% 8.0% 9.7% B.7%
Bad debt write-offs (net of recoveries)........................ $ 7,601 § 9852 § 13507 $ 18604 $ 195 § 3.8%
Percent of write-offs (net) to average outstanding (3).......... 2.4% 2.5% - 3.2% 25% 22% 3.3%

(1) The Primary Portfolio consists of owned and sold receivables.

{2) AlJanuary 31, 2006, the percent of balances over 60 days old was elevated due to the impact of Hurricanes Kaltrina and Rita. See
additional discussion in Management's Discussion and Analysis of Financial Condition and Results of Operations.

{(3) The fiscal year ended January 31, 2005, includes the benefit of new information received during the year, which impacted the

realization of sales tax credits on prior year write-offs. The fiscal year ended January 31, 2007, was impacted by the disruption to our
credit collection operations caused by Hurricane Rita.

The following table presents information regarding the growth of our combined credit portfolios,
including unearned interest.

Years Ended January 31,

2005 2006 2007
(dollars in thousands)
Beginning BAIAMNCE. ... oot $ 418702 $ 514204 § 620,736
New receivables financed.............oooiviiiiimimi e 423,935 495,553 511,158
Revolving finance Charges. ... vviree e ie s s 3,926 3,858 3,892
REIWUMS ON BCCOUME......uvtiitiiiries s eer i ee e e s e (10,670} {5,397) {5,465)
Collections on account... (312,484) {375,342) {437,665}
ACCOUNS CharGed Off. ... .ooieeeieieieseeses e eenneeissnees e emrc e e {11,825) {14,392) {19,538)
Recavernies of charge-offs. ..........cooiii e 2,620 2,252 2,135

Ending balance..........cocoiiiiii i e 514,204 620,736 675,263

Less uneamed interest at end of period.. (85,504} (101,015) (105,703)
Total portfolio, net ) T 519,721 G 560,550

Product Support Services

Credit Insurance. Acting as agents for unaffiliated insurance companies, we sell credit life, credit
disability, credit involuntary unemployment and credit property insurance at all of our stores. These products
cover payment of the customer’s credit account in the event of the customer’s death, disability or involuntary
unemployment or if the financed property is lost or damaged. We receive sales commissions from the
unaffiliated insurance company at the time we sell the coverage, and we recognize retrospective
commissions, which are additional commissions paid by the insurance carrier if insurance claims are less
than earned premiums, as such commissions are actually earned.




We require proof of property insurance on all installment credit purchases, although we do not require
that customers purchase this insurance from-us. During fiscal 2007, approximately 83.0% of our credit
customers purchased one or more of the credit insurance products we offer, and approximately 22.9%
purchased all of the insurance products we offer. Commission revenues from the sale of credit insurance
contracts represented approxlmately 2.8%, 2.4% and 2.4% of total revenues for fiscal years 2005, 2006 and
2007, respectively. '

Warranty Service. We provide-warranty service for. all of the products we sell.and only for the
products™ we sell. Customers purchased service maintenance agreements on products representing
approximately 47.4% of our total retail sales for fiscal 2007. These agreements broaden and extend the
period of covered manufacturer warranty service for up to five years from the date of purchase, depending
on the produict, and cover certain 'items during the manufacturer's warranty period: These agreements are
sold at the time the product is purchased. Customers may finance the cost of the agreements along with the
purchase price of the associated product: We contact the customer prior to the expiration of the service
maintenance period to prowde them the opportunity to renew the period of warranty coverage.

We have contracts with unaffiliated third party insurers that issue the service maintenance agreements
to cover the costs of repairs performed by our service department under these agreements. The initial
service contract is between the customer and the independent insurance company, but we are the insurance
company’s first choice to provide service when it is needed. We receive a commission on the sale of the
contract, and we bill the insurance company for the cost of the service work that we perform. Commissions
on these third party contracts are recognized in revenues, net of the payment to the third party obligor.
Renewal contracts are between the customer and our in-house service department. Under renewal contracts
we recognize revenues received, and direct selling expenses incurred, over the life of the contracts, and
expense the cost of the service work performed as products are repaired.

~ Of the 16,000 to 22,000 repairs that we perform each month, approximately 27.3% are covered under
these service maintenance agreements, approximately 47.7% are covered by manufacturer warranties and
the remainder are “walk-in" repairs from our customers. Revenues from the sale of service contracts
represented approximately 4.8%, 4.9%, and 4.5% of net sales during fiscal years 2005, 2006 and 2007,

respectively. , .

Management Information Systems

We have a fully integrated managément information system that tracks, on a real-time basis, point-of-
sale information, inventory receipt and distribution, merchandise movement and financial information. The
management information system also includes a local area network that connects all corporate users to e-
mail, scheduling and various servers. All of our facilities are linked by a wide-area network that provides
commurication for in-house credit authorization and real-time capture of sales and merchandise movement
at the store level. In our distribution centers, we use wireless terminals to assist in receiving, stock put-away,
stock movement, order filling, cycle counting and inventory management. At our stores, we currently use
desktop terminals to assist in receiving, transferring and maintaining perpetual inventories, .

Our integrated management information system also includes extensive functionality for management
of the complete credit portfolio life cycle as well as functionality for the management of product service. The
credit system continues from our in-house credit authorization through account set up and tracking, credit
portfolio condition, collections, credit employee productivity metrics, skip-tracing, and bankruptcy, fraud and
legal account management. The service system provides for service order processing, warranty claims
processing, parts inventory management, technician scheduling and dispatch, technician performance
metrics and customer satisfaction measurement All of these systems share a common customer and
'product sold database :

- QOur point of sale system uses an IBM Senes i5. hardware system that runs on the |508 operating
-system. This system enables us to use a variety of readily available applications in conjunction with software
that supports the system. All of our-current business application software, except our accounting, human
resources and credit legal systems, has been developed in-house by our management information system
employees. We believe our management information systems efficiently support our current operations and
provide a foundation for future growth.




We employ a Nortel telephone switch and state of the art Avaya (formerly Mosaix) predictive dialer, as
well as a redundant data network and cable plant, to improve the efficiency of our collection and overall
corporate communication efforts.

As part of our ongoing system availability protection and disaster recovery planning, we have
implemented a’secondary IBM Series i5 system. We installed and implemented a back-up IBM Series i5
system in our corporate offices to provide the ability to switch production processing from the primary system
to the secondary system within thirty minutes should the primary system become disabled or unreachable.
The two machines are kept synchronized utilizing third party software. This backup system provides “high
availability” of the production processing environment. The primary IBM Series i5 system is geographically
removed from our corporate office for purposes of disaster recovery and security. These systems worked as
designed during our evacuation from our corporate headquarters in Beaumont, Texas, due to Hurricane Rita
in September 2005. While we were displaced, our store, distribution and service operations that were not
impacted by the hurricane continued to have normal system availability and functionality.

Competition

. .According to Twice, total industry manufacturer sales of home appliances and consumer electronics
products in the United, States, including imports, to the top 100 dealers were estimated to be $22.8 billion
and $108.2 billion, respectively, in 2005. The retail home appliance market is large and concentrated among
a-few major suppliers. Sears has historically been the leader in the retail home appliance market, with a
market share among the top 100 retailers of approximately 39% in.both 2004 and 2005. The consumer
electronics market is highly fragmented. We estimate that the two largest consumer electronics superstore
chains accounted for approximately 32% of the total electronics sales attributable to the 100 largest retailers
in 2005. However, new entrants in both.industries have been successful in gaining market share by offering
similar product selections at lower prices. . -

As reported by Twice, based upon revenue in 2005, we were the Sth lardest retailer of home
appliances and the 37" largest retailer of consumer electronics. Qur competitors include national mass
merchants such as Sears and Wal-Mart, spécialized national retailers such as Circuit City and Best Buy,
home improvement stores such 'as Lowe's and Home Depot, and locally-owned regional or independent
retail specialty stores. The availability and convenience of the Internet is increasing as a competitive factor in
ourindustry. "~ C oA, - ‘, '

'We compete -primarily based on erthanced customer service through our unique sales force training
and product knowledge, next day delivery capabilities, proprietary in-house credit program, guaranteed low
prices and product repair service.

Regulation

"~ The extension of credit to consumers is a highly regulated area of our business. Numerous federal and
state laws impose disclosure and other requirements on the origination, servicing and enforcement of credit
.accounts. These laws include, but are not limited to,. the Federal Truth in Lending Act, Equal Credit
Opportunity Act and Federal Trade Commission Act. State laws impose limitations on the maximum amount
of finance charges that we can charge and also impose other restrictions on consumer creditors, such as us,
including restrictions on collection and enforcement. We routinely review our contracts and procedures to
ensure compliance with applicable consumer credit laws. Failure on our part to comply with applicable laws
could expose us to substantial penalties and claims for damages and, in certain circumstances, may require
us to refund finance charges already paid and to forego finance charges not yet paid under non-complying
contracts. We believe that we are in. substantial compliance with all applicable federal and state consumer
credit and collection laws. '

“ Qur sale of credit life, credit disability, credit involuntary unemployment and credit property insurance
products is also highly regulated. State laws currently impose disclosure obligations with respect to our sales
of credit and other insurance ‘products simildr to those required by the Federal Truth in Lending Act, impose
restrictions on the amount of premiums that we may charge and require licensing of certain of our employees
and operating entities. We believe we are in substantial compliance with all applicable laws and regulations
relating to our credit insurance business.
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Employees

As of January 31, 2007, we had approximately 2,850 full-time employees and 100 part-time
employees, of which approximately 1,400 were sales personnel. We provide a comprehensive benefits
package including health, life, long term disability, and dental insurance coverage as well as a 401(k) plan,
employee stock purchase pian, paid vacation, sick pay and holiday pay. None of our employees are covered
by collective bargaining agreements and we believe our employee relations are good. Conn's has formal
dispute resolution plan that requires mandatory arbitration for employment related issues. The plan covers all
applicants, employees and former employees who left Conn’s on or after March 1, 2006.

Tradenames and Trademarks
We have registered the trademarks "Conn's" and our logos.

Available Information

We are subject to reporting requirements of the Securities Exchange Act of 1934, or the Exchange Act,
and its rules and regulations. The Exchange Act requires us to file reports, proxy and other information
statements and other information with the Securities and Exchange Commission (SEC). Copies of these
reports, proxy statements and other information can he inspected and copied at the SEC Public Reference
Room, 450 Fifth Street, N.W., Washington, D.C. 20549. You may gbtain information an the operation of the
Public Reference Room by calling the SEC at 1-800-SEC-0330. You may alsc obtain these materials
electronically by accessing'the SEC’s home page on the internet at www.sec.gov.

Our board has adopted a code of business conduct and ethics for our employees, a code of ethics for
our chief executive officer and senior financial professionals and a code of business conduct and ethics for
our board of directors. A copy of these codes are published on our website at www.conns.com under
“Investor Relations.” We intend to make all required disclosures concerning any amendments to, waivers
from, these codes on our website. In addition, we make availabte, free of charge on our internet website, our
Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, and
amendments to these reports filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act as
soon as reasonably practicable after we electronically file this material with, or furnish it to, the SEC. You
may review these documents, under the heading “Conn’s Investor Relations,” by accessing our website at
www.conns.com. Also, reports and other information concerning us are available for inspection and copying
at NASDAQ Capital Markets.

ITEM 1A. RISK FACTORS.

An investment in our common stock involves risks and uncertainties. You should consider carefully
the following information about these risks and uncertainties before buying shares of our common stock.
The occurrence of any of the risks described below could adversely affect our business, financial condition
or results of operations. In that case, the tradmg price of our stock could decline, and you could lose aﬂ or
part of the value of your investment. -

Our success depends substantially on our ability to open and operate profitably new stores in
existing, adjacent and new geographic markets.

We plan to continue our expansion by opening an additional six to eight new stores in fiscal 2008. We
anticipate these new stores to include additional stores in the Dallas/Fort Worth Metroplex, San Antonio,
South Texas, where we currently have two stores, and possibly others in areas where we have not operated
previously. We have not yet selected sites for all of the stores that we plan to open within the next fiscal
year. We may not be able to open all of these stores, and any new stores that we open may not be
profitable or meet our goals.. Any of these circumstances could have a material adverse effect on our
financial results.
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There are a number of factors that could affect our ability to open and operate new stores consistent
with our business plan, including:

« competition in existing, adjacent and new markets,

« competitive conditions, consumer tastes and discretionary spending patterns in adjacent and
new markets that are different from those in our existing markets;

e alack of consumer demand for our products at levels that can support new store growth,

e inability to make customer financing programs available that allow consumer to purchase
products at levels that can support new store growth;

« limitations created by covenants and conditions under our credit facilities and our asset-backed
securitization program;

s the availability of additional financial resources;

« the substantial outlay of financial resources required to open new stores and the possibility that
we may recognize little or no related benefit,

« aninability or unwillingness of vendors to supply product on a timely basis at competitive prices;
» the failure to open enough stores in new markets to achieve a sufficient market presence;

« the inability to identify suitable sites and to negotiate acceptable leases for these sites;

o unfamiliarity with local real estate markets and demographics in adjacent and new markets;

« problems in adapting our distribution and other operational and management systems to an
expanded network of stores;

e difficulties associated with the hiring, training and retention of additional skilled personnel,
including store managers; and

e higher costs for print, radio and television advertising.

These factors may also affect the ability of any newly opened stores to achieve sales and profitability
levels comparable with our existing stores or to become profitable at all.

If we are unable to manage our growing business, our revenues may not increase as anticipated, our
cost of operations may rise and our profitability may decline.

We face many business risks associated with growing companies, including the risk that our
management, financial controls and information systems will be inadequate to support our planned
expansion, Our growth plans will require management to expend significant time and effort and additional
resources to ensure the continuing adequacy of our financial controls, operating procedures, information
systems, product purchasing, warehousing and distribution systems and employee training programs. We
cannot predict whether we will be able to manage effectively these increased demands or respond on a
timely basis to the changing demands that our planned expansion will impose on our management, financial
controls and information systems. If we fail to manage successfully the challenges our growth poses, do not
continue to improve these systems and controls or encounter unexpected difficulties during our expansion,
our business, financial condition, operating results or cash flows could be materially adversely affected.
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The inability to obtain funding for our credit operations through securitization facilities or other
sources may adversely affect our business and expansion plans. ! ‘

We finance most of our customer receivables through asset-backed securitization facilities. The trust
arrangement governing these facifities currently provides for three separate series of asset-backed notes
that allowed us, as of January 31, 2007, to borrow up te $610 million to finance customer receivables. Under
each note series, we transfer customer receivables to. a qualifying special purpose entity we formed for this
purpose, in exchange for cash, subordinated securities and the right to receive cash flows equal to the
interest rate spread between the transferred receivables and the notes issued to third parties (interest-oniy
strip). This qualifying special purpose entity, in turn, issues notes collateralized by these receivables that
entitle the holders of the notes to participate in certain cash flows from these receivables. The 2002 Series A
program is a $300 millicn variable funding note held by Three Pillars Funding Corporation, of which $128.0
miliion was drawn as of January 31, 2007. The 2002 Series A program consists of a $100 million 364-day
tranche and a $200 miilion tranche that matures in August 2011. The 2002 Series B program consists of
$160 million in private bond placements that began scheduled principal payments in October 2006. The
2006 Series A program consists of $150 million in private bond placements that will require scheduled
principal payments beginning in September 2010. ,

Our ability to raise additional capital through further securitization transactions, and to do so on
economlcally favorable terms, depends in large part on factors that are beyond our controt.

These factors include:

*a

* conditions in the securities and finance markets generally;
» conditions in the markets for securitized instruments;

+ the credit quality and performance of our customer receivables;

1

e our ability to obtain financial support for required credit enhancement;

» our ability to adequately service our financial instruments; o

» the absence of any material downgrading ‘or withdrawal of ratings given to our securities
previously issued in securitizations; and '

¢ prevailing interest rates.

Our ablllty to finance customer recelvables under our curfent asset-backed securitization facilities
depends on our compliance with covenants relating to our business and our customer receivables. ' If these
programs reach their capacity or otherwise become unavailable, and we are unable to arrange substitute
securitization facilities or other sources of financing, we may have-to limit the amount of credit that we make
available through our customer finance programs. This may adversely affect’ revenues and results of
operations. Further, our inability to obtain funding through securitization facilities or other sources may
adversely affect the profitability of outstanding accounts under our credit programs if existing customers fail
to repay outstanding credit due to our refusat to grant additional credit. Since our cost of funds under our
bank credit facility is expected to be greater in future years than our cost of funds under our current
securitization facility, increased reliance on our bank credit facility may adversely affect our net income.

An increase in interest rates may adversely affect our profitability.

The interest rates on our bank credit facility and the 2002 Series A program under our asset-backed
securitization facility fluctuate up or down based upon the LIBO/LIBOR rate, the prime rate of our
administrative agent or the federal funds rate in the case of the bank credit facility and the commercial paper
rate in the case of the 2002 Series A program. To the extent that such rates increase, the fair value of the
interest-only strip will decline and our interest expense could increase which may result in a decrease in our
profitability.

20




We have significant future capital needs which we may be unable to fund, and we may need
additional funding sooner than currently anticipated. ' '

- We will need substantial capital to finance our expansion plans, including’ funds for capital
expenditures, pre-opening costs and initial operating losses related to new store openings. We may not be
able to obtain additional financing on acceptable terms. If adequate funds are not available, we will have to
curtail projected growth, which could materially adversely affect our business, financial condition, operating
résults or cash flows. - ' '

We estimate that capital expenditures during fiscal 2008 will be approximately $20 million to $25
million and that capital expenditures during future years may exceed this amount. We expect that cash
provided by operating activities, available borrowings under our credit facility, and access to the unfunded
portion of our asset-backed securitization program will be sufficient to fund our operations, store expansion
and updating activities and capital expenditure programs through at least January 31, 2008. However, this
may not be the case. We may be required to seek additional capital eartier than anticipated if future cash
flows from operations fail to meet our expectations and costs or capital expenditures related to new store
openings exceed anticipated amounts. ’

A decrease in our credit sales or a decline in credit guality could lead to a decrease in our product
sales and profitability. o ‘ :

In the last three years, we financed, on average, approximately 58% of our retail sales through our
internal credit programs. Our ability to provide credit as a financing alternative for our customers depends on
many factors, including the quality of our accounts receivable portfolio. Payments on some of our credit
accounts become delinquent from time to time, and some accounts end up in default, due to several factors,
including general and local economic conditions. As we expand into new markets, we will obtain new credit
accounts that may present a higher risk than our existing credit accounts since new credit customers do not
have an established credit history with us. A general decline in the quality of our accounts receivable
portfolio could lead to a reduction of available credit provided through our finance operations. As a result, we
might sell fewer products, which could adversely affect our eamings. Further, because approximately 56%
of our credit customers make their credit account payments in our stores, any decrease in credit sales could
reduce traffic in our stores and lower our revenues. A decline in the credit quality of our credit accounts
could also cause an increase in our credit tosses, which could result in a decrease in our securitization
income or increase the provision for bad debts on our statement of operations and result in an adverse effect
on our eamings. A decline in credit quality could also lead to stricter underwriting criteria which might have a
negative impact on sales. : .

A downturn in the economy may affect consumer purchases of discretionary items, which could
reduce our net sales. : .

A large portion of our sales represent discretionary spending by our customers. Many factors affect
discretionary spending, including regional or world events, war, conditions in financial markets, general
business conditions, interest rates, inflation, energy and gasoline prices, consumer debt levels, the
availability ‘of consumer credit, taxation, unemployment trends and other matters that influence consumer
confidence and spending. Our customers’ purchases of discretionary items, including our products, could
decline during periods when disposable income is lower or periods of actual or perceived unfavorable
economic conditions. If this occurs, our net sales and profitability could decline.

We face significant competition from national, regional and local retailers of major home appliances
and consumer electronics. ‘

' The ‘retail market for major- home' appliances and consumer electronics is highly fragmented and
intensely competitive. We currently compete against a diverse group of retailers, including national mass
merchants such as Sears, Wal-Mart, Target, Sam’s Club and Costco, specialized national retailers such as
Circuit City and Best Buy, home improvement stores such as Lowe's and Home Depot, and locally-owned
regional or independent retail specialty stores that sell major home appliances and consumer electronics
similar, and often identical, to those we sell. ‘We also compete with retailers that market products through
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store catalogs and the Internet. In addition, there are few barriers to entry into our current and contemplated
markets, and new competitors may enter our current or future markets at any time.

We may not be able to compete successfully against existing and future competitors. Some of our
competitors have financial resources that are substantially greater than ours and may be able to purchase
inventory at iower costs and better sustain economic downturns. Our competitors may respond more quickly
to new or emerging technologies and may have greater resources to devote to promotion and sale of
products and services. If two or more competitors consolidate their businesses or enter into strategic
partnerships, they may be able to compete more effectively against us.

Our existing competitors or new entrants into our industry may use a number of different strategies to
compete against us, including:

e expansion by our existing competitors or entry by new competltors into markets where we
currently operate;

s lower pricing;
s aggressive advertising and marketing;
+ extension of credit to customers on terms more favorable than we offer;

» larger store size, which may result in greater operational efficiencies, or innovative store formats;
and

» adoption of improved retail sales methods.

Competition from any of these sources could cause us to lose market share, revenues and customers,
increase expenditures or reduce prices, any of which could have a material adverse effect on our results of
operations.

If new products are not introduced or consumers do not accept new products, our sales may decline.

Our ability to maintain and increase revenues depends to a large extent on the pericdic introduction
and availability of new products and technologies. We believe that the intreduction and continued growth in
consumer acceptance of new products, such as digital video recorders and digital, high-definition televisions,
will have a significant impact on our ability to increase revenues. These products are subject to significant
technological changes and pricing limitations and are subject to the actions and cooperation of third patties,
such as movie distributors and television and radio broadcasters, all of which could affect the success of
these and other new consumer electronics technologies. It is possible that new products will never achieve
widespread consumer acceptance.

if we fail to anticipate changes in consumer preferences, our sales may decline,

Qur products must appeal to a broad range of consumers whose preferences cannot be predicted with
ceriainty and are subject to change. Our success depends upon our ability to anticipate and respond in a
timely manner to trends in consumer preferences relating to major household appliances and consumer
electronics. If we fail to identify and respond to these changes, our sales of these products may decline. In
addition, we often make commitments to purchase products from our vendors up to six months in advance of
proposed delivery dates. Significant deviation from the projected demand for products that we sell may have
a material adverse effect on our results of operations and financial condition, either from lost sales or lower
margins due to the need to reduce prices to dispose of excess inventory. : -

A disruption in our relationships with, or in the operations of, any of our key supphers could cause
our sales to decline.

The success of our business and growth strategies depends to a significant degree on our
relationships with our suppliers, particularly our brand name suppliers such as General Electric, Whirlpool,
Frigidaire, Maytag, LG, Mitsubishi, Samsung, Sony, Toshiba, Hitachi, Apple, Serta, Ashley, Lane, Hewlett
Packard, Compaq, Poulan, Husqvarna and Toro. We do not have long term supply agreements or exclusive
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arrangements with the majority of our vendors. We typically order our inventory through the issuance of
individual purchase orders to vendors. We also rely on our suppliers for cooperative advertising support.
We may be subject to rationing by suppliers with respect to a number of limited distribution items. In
addition, we rely heavily on a relatively small number of suppliers. Our top six suppliers represented 57.2%
of our purchases for fiscal 2007, and the top two suppliers represented approximately 25.6% of our total
purchases. The loss of any one or more of these key vendors or our failure to establish and maintain
relationships with these and other vendors could have a material adverse effect on our results of operations
and financial condition.

Our ability to enter new markets successfully depends, to a significant extent, on the willingness and
ability of our vendors to supply merchandise to additional warehouses or stores. If vendors.are unwilling or
unable to supply some or all of their products to us at acceptable prices in one or more markets, our results
of operations and financial condition could be materially adversely affected.

Furthermore, we rely on credit from vendors to purchase our products. As of January 31, 2007, we
had $54.0 million in accounts payable and $87.1 million in merchandise inventories. A substantial change in
credit terms from vendors or vendors' willingness to extend credit to us would reduce our ability to obtain the
merchandise that we sell, which could have a material adverse effect on our sales and results of operations.
You should not rely on our comparable store sales as an indication of our future results of
operations because they fluctuate significantly. :

. * L

Our historical same store sales growth figures have fluctuated significantly from quarter to quarter. For
example, same store sales growth for each of the quarters of fiscal 2007 were 16.1%, 7.2%, -3.7%, and
-2.0%, respectively. A number of factors have historically affected, and will continue to affect, our
.comparable store sales results, including:

« changes in competition,

« general economic conditions;

¢ new product introductions;

e consumer trends;

» changes in our merchandise mix;

« changes in the relative sales price points of our major product categories;

s ability to offer credit programs attractive to our customeré;

« the impact of our new stores on our existing stores, .including potential decreases in existing
stores’ sales as a result of opening new stores; '

+ weather conditions in our markets;

» timing of promotional events;

. timing and location of major sporting events; and

. our‘ability to execute our business strategy effectively.

Changes in our quarterly and annual comparable store sales results could cause the price of our
common stock to fluctuate significantly. ’
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Because we experience seasonal fluctuations in our sales, our guarterly results will fluctuate, which
could adversely affect our common stock pnce
- N 1 » .

We experience seasonal fluctuations in ‘our net sales and operating results. In fiscal 2007, we
generated 28.0% of our net sales and 31.4% of our net income in the fiscal quarter ended January 31 (which
included the holiday selling season) We also incur significant additional expenses during this fiscal quarter
due to- higher purchase volumes arid increased staffing. If we miscalculate the demand for our products
generally or for our product mix during the fiscal quarter ending January 31, our net sales could decline,
resulting in excess inventory or increased sales discounts to sell excess inventory, which could harm our
financial performance. A shortfall'in expected net sales, combined with our significant additional expenses
during this fiscal'quarter, could ‘cause a sngnn‘“ cant decline in our operating results. This could adversely
affect our common stock price. «

‘.e" -,

Our business could be adversely affected by changes in consumer protectlon laws and regulations.

- 741

Federal and state consumer ‘protection laws and regulations, such as the Fair Credit Reporting Act,
limit the manner in"which we may offer and ‘extend credit. Since we finance a substantial portion of our
salés, any adverse change in the regulation of consumer credit could adversely affect our total revenues and
gross margins. For example, new laws or regulations could limit the amount of interest or fees that may be
charged ‘on consurrier credit accounts or restrict our ability to collect on account balances, which would have
a material adverse effect on our earnings. During 2005, new bankruptcy laws went into effect that impacted
our customers’ ability to file for bankruptcy. Historically, we had been relatively effective in pursuing our
position as-a secured creditor of bankrupt borrowers and obtaining payments on the related accounts and
contracts.-However, at this time we cannot be certain: what long term impact these changes will have an our
delinquency or’loss experience. Compliance with existing and future laws or regulations could require us to
make material expenditures, in particular personnel training costs, or otherwise adversely affect our business
or financial results. Failure to comply with these laws or regulations, even if inadvertent, could result in
negative publicity, fines or additional licensing expenses, any of which could have an adverse effect on our
results of operations and stock price.

Pending litigation relating to the sale of credit insurance and the sale of service maintenance
agreements in the retail industry could adversely affect our business,

We understand that states’ attorneys general and private plaintiffs have filed lawsuits against other
retailers relating to improper practices conducted in connection with the sale of credit insurance in several
jurisdictions around the country. We offer credit insurance in all of our stores and require the purchase of
property credit insurance products from us or from third party providers in connection with sales of
merchandise on installment credit; therefore, similar litigation could be brought against us. We were
previously named as a deferidant in" a' purportéd class action lawsuit alleging breach of contract and
violations of state and federal consumer protection laws arising from the terms of our service maintenance
agreements. A final judgment was entered dismissing that lawsuit. While we believe we are in full
compllance with applicable laws and regulatlons if we are found liable in any future lawsuit regarding credit
insurance or service maintenance" agreements, we could be required to’pay substantial damages or incur
substantial costs as part of an out-of-court settlement, either of which could have a material adverse effect
on our results of operations and stock price. An adverse judgment or any negative publicity associated with
our service maintenance agreements or any potential credit ‘insurance litigation could also affect our
reputation, which could have a negative impact on sales.

If we lose key management or are unable to attract and retain the qualified sales and credit granting
and collection personnel required for our business, our operating results could suffer.

Our future success depends to a significant degree on the skills, experience and continued service of
Thomas J. Frank, Sr., age 67, our Chairman of the Board and Chief Executive Officer, William C. Nylin, Jr.,
B4, our Executive Vice Chairman and Chief Operating Officer, Timothy L. Frank, 39, our President, David L.
Rogers, 58, our Chief Financial Officer and David R. Atnip, 59, our Senior Vice President and Treasurer, and
other key personnel or the identification of suitable successors for them. If we lose the services of any of
these individuals, or if one or more of them or other key personnel decide to join a competitor or otherwise
compete directly or indirectly with us, and we are unable to identify a suitable successor, our business and
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operations could be -harmed, and we could have difficulty in implementing our strategy. In addition, as our
business grows, we Will need to locate, hire and retain additional qualified sales personnel in a timely
manner and develop, train and manage an increasing number of management level sales associates and
other employees. Additionally, if we are unable to attract and retain qualified credit granting and collection
personnel, our ability to perform quality underwriting of. new credit transactions or maintain workloads for our
collections. personnel at a manageable level, our operations could be adversely impacted and result in higher
delinquency and net charge-offs on our credit portfolio: Competition for qualified employees could require us
‘to pay higher wages to attract a sufficient number of employees, and increases in the federal minimum wage
or other employee benefits costs could increase our operating expenses. |f we are unable to attract and
retain personnel as needed in the future, our net sales growth and operating results could suffer.
2 I T 3y, - ~ ¢ N : .

' B )
Because our stores are located in Texas and Louisiana, we are subject to regional risks. .

.Our 62 stores are located exclusively in Texas and Louisiana. This subjects us to regional risks, such
as the economy,- weather. conditions,, hurricanes-and -other natural disasters. If the region suffered an
economic downturn or other adverse regional event, there could be an adverse impact on our net sales and
profitability and our ability tosimplement-our planned expansion program. Several of our competitors operate
stores across the United. States and thus are:not as vulnerable to the risks of operating in one region.

‘ s hedre R .

Our information technology infrastructure;is.vulnerable.to damage that could harm our business.

ey, Ll e .

Our ability to operate our business from day to day, in particular our ability to manage our credit
operations and inventory. levels, largely depends on the efficient operation of our computer hardware and
software systems. We use management information systems to track inventory information at the. store
level, communicate customer information, aggregate daily sales information and manage our credit portfolio.
These systems and our. operations are vulnerable {o.damage or interruption from:
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.« power loss, computer. systems~failures and Internet, telecommunications or data network
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operator negligence or improper operation by, or supervision of, employees;

-physical and eleétronic-loss of data or security breachés, misappropriation and similar events;
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rgomputer viruses; -
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intentional acts of vandalism and simifar events; and
LIPS Rt .

 hurricanes, fires, floods and other natural disasters.
- . k] N . 3 W el . ' .I : 1 *

The software that we have developed to use in granting credit may contain undetected errors that
could cause our network to fail or our expenses to increase. Any failure due to any of these causes, if it is
not supported’ by our disaster recovery plari; could cause ‘an interruption in our operations and result in
reduced net'sales and prgﬁtab{ilityi B ' ’ ’

N -
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If we are unable to maintdin ‘our current insurance coverage’' for our service maintenance
agreements, our customers could incur additional costs and our repair expenses could increase,
which could adversely affect our financial condition and results of operations.

There are a limited number of insurance carriers that provide coverage for our service maintenance
agreements. If insurance becomes unavailable from our current carriers for any reason, we may be unable
to provide replacement coverage on the same terms, if at all. Even if we are able to obtain replacement
coverage, higher premiums could have an adverse impact on our profitability if we are unable to pass along
the increased cost of such coverage to our customers. |nability to obtain insurance coverage for our service
maintenance agreements could cause fluctuations in our repair expenses and greater volatility of earnings.
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If we are unable to maintain group credit insurance policies from insurance carriers, which afllow us
to offer their credit insurance products to our customers purchasing on credit, our revenues could
be reduced and bad debts might increase.

There are a limited number of insurance carriers that provide credit insurance coverage for sale to our
customers. if credit insurance becomes unavailable for any reason we may be unable to offer replacement
coverage on the same terms, if at all. Even if we are able to obtain replacement coverage, it may be at
higher rates or reduced coverage, which could affect the customer acceptance of these products, reduce our
revenues or increase our credit iosses.

Changes in trade regulatlons, currency fluctuations and other factors beyond our control could
affect our business. .

A significant portion of our inventory is manufactured overseas and in Mexico. Changes in trade
regulations, currency fluctuations or other factors beyond our control may increase the cost of items we
purchase or create shortages of these items, which in turn could have a material adverse effect on.our
results of operations and financial condition. Conversely, significant reductions in the cost.of these items in
U.S. dollars may cause a significant reduction in the retail prices of those products, resulting in a material
adverse effect on our sales, margins or competitive position. In addition, commissions earned on both our
credit insurance and service maintenance agreement products could be adversely affected by changes in
statutory premium rates, commission rates, adverse claims experience and other factors.

We may be unable to protect our intellectual property rights, which could impair our name and
reputation.

We believe that our success and ability to compete depends in part on consumer identification of the
name "Conn's." We have registered the trademarks "Conn’s" and our logo. We intend to protect vigorously
our trademark against infringement or misappropriation by others. A third party, however, could attempt to
misappropriate our intellectual property in the future. The enforcement of our proprietary rights through
litigation could resuit in substantial costs to us that could have a material adverse effect on our financial
condition or results of operations. -

Any changes. in the tax laws of the states of Texas and Louisiana could affect our state tax liabilities.

As we experienced in fiscal year 2007 with the change in the Texas tax law, legislation could be
introduced at any time that changes our state tax liabilities in a way that has an adverse impact on our
results of operations. The new Texas margin tax was in effect for only eight months during fiscal year 2007
and resulted in increased provision for income taxes of $0.5 million.

A further rise in oil and gasoline prices could affect our customers’ determination to drive to our
stores, and cause us to raise our delivery charges.

" A further significant increase i:n oil and gasoline prices could adversely affect our customers’
shopping decisions and patterns. We rely heavily on our internal distribution system and our next day

delivery policy to satisfy our customers’ needs and desires, and any such significant increases could result in
increased distribution charges. Such increases may not significantly affect our competitors.

ITEM 1B. UNRESOLVED STAFF .COMMENTS;

None. : ,
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ITEM 2. PROPERTIES.

The following summarizes the geographic location of our stores, warehouse and distribution centers
and corporate facilities by major market area:

Leases
With
Options
Total i Expiring
No. of Leased Square Storage Beyond 10
Geographic Location Locations Facilities Feet Square Feet Years
Golden Triangle District (3)................... 5 5 157,129 30,456 5
Louisiana District............c..coooiieien 5 5 148,628 38,394 5
Houston Distrct.........o.cooevvvnnivvinreenns 21 16 508,477 84,370 14
San Antonio/Austin District.................... 14 14 418,637 82,849 13
Corpus Christi,.....ccocooviiiiniee 1 1 61,864 18,960 1
South Texas............... et 2 2 61,247 10,034 2
Dalias District................ e 14 12 413,829 73,445 12
Store Totals. . ccovee e 62 55 1,769,811 338,508 52
Warehouse/Distribution Centers............. 6 3 703,453 703,453 1
Service Centers. ...........cccoeeviinerianannns 5 3 191,932 133,636 1
Corporate Offices 106,783 25,000 1
TOEL cvveereeee et 74 62 2,771,978 1,200,597 55

(1) Includes one store in Lake Chartes, Louisiana.
ITEM 3. LEGAL PROCEEDINGS.

We are involved in routine litigation incidental to our business from time to time. We do not expect the
outcome of any of this routine litigation to have a material effect on our financial condition or results of
operation. However, the results of their proceedings cannot be predicted with certainty, and changes in facts
and circumstances could impact our estimate of reserves for litigation.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

There were no matters submitted to a vote of security holders during the fourth quarter of fiscal 2007.
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PART I

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, AND RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES.

What is the principal market for our common stock?

The principal market for our common stock is the NASDAQ Global Select Market. Qur common stock
is hsted on the NASDAQ Global Select Market under the symbol "CONN." Information regarding the high
and Iow sales prices for our common stock for each quarterly penod within the two most recent fiscal years
as reported on NASDAQ is summarized as follows: - -

. High Low.
Quarter ended April 30, 2005.............c.co i, $1970 $ 1529 '
Quarter ended July 31,2005..........cciiiiiiiie, $ 27.51 $ 16.69
Quarter ended October 31, 2005..............ccooooiiiiinniinnnnn, $2080 §$ 23.20
Quarter ended January 31, 2006............ccoviiiiiiiininnnn. $4493 §$ 2868
Quarter ended April 30, 2006...........ocoiiiiiii $4493 3 31.81
Quarter ended July 31, 2006..................ooovns SRR $ 3552 $ 2402
Quarter ended October 31, 2006.............ccoovviiiiiiiiiennnn. $2675 $ 17.61
Quarter ended January 31, 2007...................ccc $2533 § 21.00

How many common stockholders do we have?
~ As of March 15, 2007, we had approximately 57 common stockholders of record and an estimated
8,700 beneficial owners of our common stock.

Did we declare any cash dividends in fiscal 2006 or fiscal 20077

No cash dividends were paid in fiscal 2006 or 2007. We do not anticipate paying dividends in the
foreseeable future. Any future payment of dividends, will be at the discretion of the Board of Directors and
will depend upon our results of operations, financial condition, cash requirements and other factors deemed
relevant by the Board of Directors, including the terms of our indebtedness. Provisions in agreements
govermng our long-term indebtedness restrict the amount of dividends that we may pay to our stockholders.
See “ltem 7. Management's Discussion and ‘Analysis of Financial Condition and Results of Operations —
Liquidity and Capital Resources.” )

Has the Company had any sales of unrégiéteréd securitiés during the last year?

The Company has had no sales of unregistered securities during fiscal 2007.
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Has the Company purchased any of its securities during the past'quarter?. -

On August 25, 2006, we announced that our Board of Directors had authorized a common stock
repurchase program, permitting us:to purchase, from time to time, in the open market and in privately
negotiated transactions, up to-an- aggregate -of $50.0 mitlion of our common stock, dependent on market
conditions and the price of the stock. During the quarter ended January 31, 2007, we effected the following

repurchases of our common stock:

SNt

Total # of Shares
Purchased as

Approximate
Dollar Value of

" Total # of Average Part of Publicly Shares That May
L i __shares . Price Paid Announced Yet Be Purchased
Period " purchased - per share Programs Under the Programs
November 1 - November 30,2006 . = -  .§.. - - $ 49,316,778
December 1. - December 31, 2006 . 69,000°. $ 23.14 69,000 $ 47,720,033
- January 1 - January 31, 2007 : 65200 $ 2313 65200 % 46,212,130
Total - = . - - 134,200 134,200

N
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ITEM 6. SELECTED FINANCIAL DATA.

Years Ended January 31,
2003 2004 2005 2006 2007
Statement of Operations;
TOLE! FEVENUBS . ... i reivs i s e st et se e e e e e ma e $445,267 $408,378 $565,821 $701,148 $760,657
Operating expense:
Cost of goods sold, including warehousing and
occupancy cost. . 276,956 317,712 359,710 453,374 502,135
Selling, general and admrmstratlve expense 125,717 135,457 153,526 182,728 195,908
Provision for bad debts. .. . 1,779 2,504 2,589 1,133 1,476
Totat operating expense ............. 404,452 455673 515,825 637,235 699,519
Operating income.. 40,815 42,705 49,996 63,913 61,138
Interest (income) expense net and rrnnoﬂty lnlera;t 7,237 4,577 2477 400 (676)
Other (income) expense.............eeie s EUPRIOTP (5) {175) 126 69 (772)
Earnings before inCOMe 1aXes. ... vvvevvecieeee vt veee e 33,583 38,303 47,393 63,444 62,586
Provision for income taxes. ......... 11,919 13,260 16,706 22,341 22,275
Net income.. 21,664 25,043 30,687 41,103 40,311
Less preferred stock drvldends (1) {2,133) (1,954) - - -
Net income available for
COmMmMON SLOCKAOIIETS. ... 2 e e e ver e $19,531 _$23080 $30,687 $41,103 $40.311

Eamings per common share: - - -

Basic... $1.17 $1.30 $1.32 $1.76 $1.70

Dlluted - $1.17 $1.26 $1.30 $1.71 $1.66
Average common shares outstandlng

BaSIC. ..o 16,724 17,726 23,192 23,412 23,663

DHIUEA. (e e e e 16,724 18,257 23,646 24,088 24,289
Other Financial Data;
Stores open at end of period.. ..o v 42 45 50 56 62
Bame store sales growth (2)..........occcevnns 1.3% 2.6% 3.6% 16.9% 3.6%
Inventory turns (3).......... 66 6.5 6.0 6.6 6.1
Gross margin peroentage (4) 37.8% 36.3% 356.4% 35.3% 34.0%
Operating margin (5)....-....... 9.2% 8.6% 8.8% 9.1% 8.0%
Return on average eqwty (6) 28.1% 19.4% 16.1% 17.7% 14.7%
Capital expenditures., ,. $15,070 $9,401 $19,619 $18,490 $18.425
Balance Sheet Data:
Working capital................coooviiim s $74,139 $121,154 $156,006 $190,073 $220,740
Total @8SELS. ... et eece et bt e e e et e 185,663 240,081 276,716 355617 389,947
Total debt... 51,992 14,512 10,532 136 198
Preferred stook 15,226 - - - -
Total stockholders eqmty ................................................. 86,824 171,911 208,734 255,861 292,528

(1) Dividends were not actually declared or paid until 2004, but are presented for purposes of eamings per share calculations,

{2) Same store sales growth is calculated by comparing the reported sales by store for all stores that were open throughout a period to reported
sales by store for all stores that were open throughout the prior period. Sales from closed stores have been removed from each period. Sales
from redocated stores have been included in each period because each such store was relocated within the same general geographic market.
Sales from expanded stores have been included in each period.

(3} Inventary turns are defined as the cost of goods sold, excluding warehousing and occupancy cost, divided by the average of the beginning and
ending product inventory, excluding consigned goods.

{4) Gross margin percentage is defined as total revenues less cost of goods and parts sold, including warehousing and occupancy cost, divided by
total revenues.

{5) Operating margin is defined as operating income divided by total revenues.

{8) Return on average equity is calculated as current period net income divided by the average of the beginning and ending equity.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS. (Restated) '

Forward-Looking Statements

This report contains forward-looking statements. We sometimes use words such as "believe,” "may,"
"will," "estimate,” "continue," "anticipate,” "intend,” "expect," "project" and similar expressions, as they relate
to us, our management and our industry, to identify forward-looking statements. Forward-looking statements
relate to our expectations, beliefs, plans, strategies, prospects, future performance, anticipated trends and
other future events. We have based our forward-looking statements largely on our current expectations and
projections about future events and financial trends affecting our business. Actual results may differ
materially. Some of the risks, uncertainties and assumptions about us that may cause actual results to differ
from these forward-looking statements include, but are not limited to:

« the success of our growth strategy and plans regarding opening new stores and entering
adjacent and new markets, including our plans to continue expanding into the Dallas/Fort Worth
Metroplex, and South Texas;

« our intention to update or expand existing stores;

« our ability to obtain capital for required capital expenditures and costs related to the opening of
new stores or to update or expand existing stores;

 our cash flows from operations, borrowings from our revolving line of credit and proceeds from
securitizations to fund our operations, debt repayment and expansion;

« the ability of the QSPE to obtain additional funding for the purpose of purchasing our
receivables;

» the effect of rising interest rates that could increase our cost of borrowing or reduce
securitization income; ‘

« the potential for deterioration in the delinquency status of the sold or owned credit portfolios or
higher than historical net charge-offs in the portfolios could adversely impact earnings;

i

« the long-term effect of-the change in bankruptcy laws could effect net charge-offs in the credit
portfolio which could adversely impact earnings; "+

« technological and market developments, growth trends and projected sales in the home
appliance and consumer efectronics industry, including with respect to digital products like DVD |
players, HDTV, digital radio, home networking devices and other new products, and our ability to |
capitalize on such growth; -

« the potential for price erosion or lower unit sales points that could resuit in declines in revenues;
» higher oil and gas prices could adversely affect our customers’ shopping decisions and patterns,
as well as the cost of our delivery and service operations and our cost of products, if vendors

pass on their additional fuel costs through increased pricing for products;

» the ability to attract and retain qualified personnel;

e both short-term and long-term impact of adverse weather conditions (e.g. hurricanes) that could
result in volatility in our revenues and increased expenses and casualty losses;

» changes in laws and regulations and/or interest, premium and commission rates allowed by

regulators on our credit, credit insurance and service maintenance agreements as allowed by
those laws and regulations;
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¢ our relationships with key suppliers;

+ the adequacy of our distribution and information systems and management experience to
support our expansion plans; '

» the accuracy of our expectations regarding competition and our competitive advantages;
*  the potential for market share erosion that could 'result in reduced revenues;

» the accuracy of our expectations regarding the similarity or d|55|m|lar|ty of our existing markets
as compared to new markets we enter; and

» the outcome of litigation affecting our business.

Additional important factors that could cause our actual results to differ materially from our
expectations are discussed under “Risk Factors” in this Form 10-K. In light of these risks, uncertainties and
assumptions, the forward-looking events and circumstances discussed in this report might not happen.

The forward-looking statements in this report reflect our views and assumptions only as of the date of
this report. We undertake no obligation to update publicly or revise any forward-looking statements, whether
as a result of new information, future events or otherwise, except as required by law.

All forward-looking statements attributable to us, or to pe(soné acting. on our behalf, are expressly
qualified in their entirety by these cautionary statements.

General

We intend the following discussion and analysis to provide you with a better understanding of our
financial condition and performance in the indicated periods, including an analysis of those key factors that
contributed to our financial condition and performance and that are, or are expected to be, the key drivers of
our business.

Through our 62 retail stores, we provide products and services to our customers in six primary market
areas, including Houston, San Antonio/Austin, Dallas/Fort Worth, southern Louisiana, Southeast Texas, and
South Texas. Products -and services offered through retail sales outlets include major home appliances,
consumer electronics, home office equipment, lawn and garden products, mattresses, furniture, service
maintenance agreements, customer credit programs, including installment and revolving credit account
services, and various credit:insurance products. These activities are, supported through our extensive
service, warehouse and distribution system. Our stores bear the “Conn’s” name, after our founder's family,
and deliver the same products and, services to our customers. All of our stores follow the same procedures
and methods in managing their operations. The Company's management evaluates performance and
allocates resources based on the operating results of the retail stores and considers the credit programs,
service contracts and distribution system to be an integral part of the Com‘pany's retail operations.
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Presented below is a diagram setting forth our five cornerstones which represent, in our view, the five
components of our sales goal — strong merchandising systems, state of the art credit options for our
customers, an extensive warehousing and distribution system, a service system to support our customers
needs during and beyond the product warranty periods, and our uniquely, well-trained employees in each
area. Each of these systems combine to create a “nuts and bolts” support system for our customers needs
and desires. Each of these systems is discussed at length in the Business section of this report.

*.

BUSINESS
CORNERSTONES:
Merchandising
Credit
Distribution
‘Service

Training

We, of course, derive a.large part of our revenue from our product sales. However, unlike many of our
competitors, we provide in-house credit options for our customers’ product purchases. In the last three
years, we have financed, on average, approximately 58% of our retail sales through these programs. In turn,
we finance {convert to cash) substantially all of our customer receivables from these credit options through
an asset-backed securitization facility. See “Business — Finance Operations” for a detailed discussion of our
in-house credit programs. As part of our asset-backed securitization facility, we have created a qualifying
special purpose entity, which we refer to as the QSPE or the issuer, to purchase customer receivables from
us and to issue asset-backed and variable funding notes to third parties to fund such purchases. We transfer
‘our receivables, consisting of retail installment contracts and revolving accounts exiended to our customers,
to the issuer in exchange for cash and subordinated securities.

While our warehouse and distribution system does not directly generate revenues, other than the fees
paid by our customers for delivery and installation of the products to their homes, it is our extra, “value-
added” program that our existing customers have come to rely on, and our new customers are hopefully
sufficiently impressed with to become repeat customers. We derive revenues from our repair services on the
products we sell. Additionally, acting as an agent for unaffiliated companies, we sell credit insurance to
protect our customers from credit losses due to death, disability, involuntary unemployment and damage to
the products they have purchased; to the extent they do not already have it.

Executive Overview

This overview is intended to provide an executive level overview of our operations for our fiscal year
ended January 31, 2007. A detailed explanation of the changes in our operations for the fiscal year ended
January 31, 2007 as compared to the prior year is included beginning under Results of Operations.
Following are significant financial items in managements view:

s Our revenues for the fiscal year ended January 31, 2007, increased by 8.5 percent, or $59.5 mitlion,
from fiscal year 2006 to $760.6 million due to sales growth primarily from product sales and service
maintenance agreement commissions. Qur same store sales growth rate for the fiscal year ended
January 31, 2007 was 3.6%, versus 16.9% for fiscal 2006. The lower same store sales growth rate
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was due primarily to the positive impact on fiscal 2006 sales due to Hurricanes Katrina and Rita.
{Also see “Operational Changes and Qutlook.")

During the last half of fiscal year 2008, two hurricanes, Katrina and Rita, hit the Gulf Coast. These
storms significantly impacted our operations by:

* temporary closing of our Louisiana, Southeast Texas, Corpus Christi and Houston
stores and related distribution operations for limited periods of time,

= positively impacting Net sales as customers in the affected areas replaced
appliances and other household products damaged as a result of the storms,

s disrupting credit collection efforts while we were displaced from our corporate
headquarters as a resuit of Hurricane Rita, causing a temporary increase in the
credit portfolio’s delinquency and net charge-off statistics and resulting in a
reduction of Finance charges and other and an increase in Bad debt expense, and

= causing us to incur expenses related to the relocation of our corporate office
functions and losses related to damaged merchandise and facilities, net of
insurance proceeds.

Same store sales in fiscal year 2006 benefited from the effects of the hurricanes. Appliance sales
accounted for the majority of the increase in total same stores sales during the pericd due in part to
our customers’ need to replace items damaged by the storms. We believe same store sales,
adjusted for our estimate of the impact of the hurricanes, grew approximately 12% for the year
ended January 31, 2006. As a result, same store sales in fiscal year 2007 were negatively impacted
because of the comparison to the very strong prior year sales.

Qur entry into the Dallas/Fort Worth and the South Texas markets and the addition of stores in our
existing Houston and San Antonio markets had a positive impact on our revenues. We achieved
approximately $35.2 million of increases in product sales and service maintenance agreement
{SMA) commissions for the year ended January 31, 2007 from the cpening of twelve new stores in
these markets since February 2005. Our plans provide for the opening of six to eight additional
stores, primarily in existing markets, during the balance of fiscal 2008 as we focus on opportunities
in markets in which we have existing infrastructure.

" While deferred interest and "same as cash” plans continue to be an important part of our sales
promotion plans, our improved execution and effective use of a variety of sales promotions, enabled
us to reduce the level of deferred interest and "same as cash” plans, relative to product and SMA
sales volume, from 26.6% in fiscal year 2006 to 25.1% in fiscal year 2007. We offer promotional
credit with terms ranging from three months to 36 months. Any promotional credit with terms in
excess of 12 months is considered “extended term”. While the use of promotional credit as a
percentage of product and SMA sales declined in total, sales financed by extended term deferred
interest and “same as cash” plans increased from $33.9 million, or 5.6% of product and SMA sales,
for the year ended January 31, 2006, to $59.0 million, or 9.0%, for the year ended January 31, 2007.
We expect to continue to offer extended term promactional credit in the future.

During the year ended January 31, 2006, pretax income was reduced by $1.0 million to reflect our
estimate of expected losses due to the impact of Hurricane Rita on our credit collection operations
and a temporary increase in bankruptcy filings. The increase in bankruptcy filings is as a result of
the new bankruptcy law that took effect October 17, 2005, prompting consumers to file for
bankruptcy protection before the new law went into effect. The $1.0 million charge to earnings
consisted of an $895,000 impairment charge recorded related to Interests in securitized assets and
increased Bad debt expense of $105,000. During the year ended January 31, 2007, we recorded a
$1.5 million impairment charge related to our Interests in securitized assets to reflect our estimate of
anticipated higher credit losses as a result of the continued impact of Hurricane Rita on our credit
collection operations.

Our gross margin was 34.0% for fiscal year 2007, a decrease from 35.3% in fiscal 2006, primarily as
a result of reduced gross margin realized on product sales from 21.4% in the year ended January
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; .31, 2008, to 20.6% in fiscal year 2007, reduced securitization income, because of higher net charge-
.. +. - offs in the credit portfolio, and.reduced retrospective SMA commissions.
. L . . iy i - ’ i 1.

» Our operating margin decreased to 8.0%, from .9.1% in fiscal 2006 as a result of the lower gross
margin achieved. in fiscal year 2007, we decreased SG&A expense as a percent of revenues 10
25.8% from 26.1% -when compared to the prior year, primarily from decreases in payroll and payroll
related expenses and net advertising expense as.a.percent of revenues.

e . - , " ’ : . .

« Operating cash flows were $28.7-million for fiscal 2007. Our. operating cash flows decreased as a
result of the .timing of payments that had -been deferred in the prior fiscal year due to Hurricanes
Katrina and Rita. :

« Our pretax income for fiscal 2007 decreased by 1.4% or approximately $0.9 million, from fiscal 2006
to $62.6-million: The decrease was .driven largely by decreased operating margins due to lower
gross margin. . e

v

« We adopted SFAS No. 123R, Share-Based Payment, during the year ended January 31, 2007,
using the modified retrospective application transition method, which results in the retrospective
adjustment of all prior periods. The adoption resulted in expenses totaling $1.7 million being
recorded to SG&A during the.year ended January 31, 2007 as compared to $1.2 million being
recorded in the year ended January 31, 2006. - , ‘ . T

P

. . . . 'y R e s ! *
e During the year ended January 31; 2007, the Company completed the-sale of a building and the
related land, resulting in the recognition of a gain of $0.7 miltion, which is reflected in Other (income)
expense. C e : _ .

' B P
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Operational Changes and Outlook
T - . . 4 ' i . H to- - :
We have implemented, continued increased focus on, or modified iseveral initiatives in fiscal 2007 that
we believe will positively impact our future operating results, including:

» Increased emphasis on the sales of furniture, and additional product lines added to this category,
and . P ' ' O .. ! ’

' 1 t 1 ™ -

« Increased promotion of flat panel technology .in our.stores as the price point becomes more
affordable for our customers. s T : :

Our sales during the last five months of fiscal 2006 and first. five months of fiscal 2007 benefited from
the impact of Hurricanes Katrina and Rita. This impact could affect future same store sales due to:
. - .o , I ‘ " f - o .:' . .
e The acceleration of.the sale’ of-essential apptiances in the affected markets disrupting the normal
-replacement cycle for these items; and N s ‘

1
P

) bl .o T - § e
« The same store sales reported for the impacted markets being elevated to a level that might not be
duplicated.
. U B CL :

The credit portfolio delinquency: and charge-off_ statistics were- negatively impacted by the effects of
Hurricane: Rita that hit the Gulf Coast during September of 2005.. The hurricane impacted our customer’s
ability to pay:on their accounts and hampered our credit collection operations, including payment processing
delays caused by disruptionin the mail service. The credit collection operations were negatively affected by
the loss of personnel, as some employees. did not return to work, and by the .increase in the number of
delinquent accounts, resulting in increased workloads for the personnel that returned to work. To address
the staffing issues, we intensified our recruiting efforts to attract individuals "to our Beaumont, Texas
collection center and opened a second collection center in Dallas, Texas: Non-storm factors that may have
negatively affected- delinquencies. and charge-offs include the impact of the bankruptcy law change in
October 2005 and other economic factors on our customers. The delinquency performance of the credit

portfotio has improved since January 31, 2006, and the loss rates have returned to historical levels.

s L
. L PR IR
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On May 18, 2006, the Govéinor of Texas sigried a tax'bill that modifies "the existing franchise tax, with
the most significant change Being the replacement of thie exnstlng ‘base with-a tax based on margin. Taxable
margin is generally defined as total federal tax revenues minus the greater of (a) cost of goods sold or (b)
-compensation. The tax rate to bé-paid by retailers and wholesalers is 0.5% on taxable:margin. This wilt result
in anincrease in taxes paid by us, as franchise’taxés'paid have totaled ‘less than. $50,000 per year for the
‘last several years. The tax changes impacted earrings beginning in the quarter ended-July 31; 2008. For the
year ended January 31, 2007, we accrued, net'of federal tax benefit, approximately $0.5 million in additional
tax Ilabmty and initially recorded approxlmately $29,000 in net deferred tax assets as a result of the new
‘margin tax. Going forward, we expect our effective tax rate on Income before income taxes to increase to
‘between 36% and 37%, from the 35:1% we experienced:prior to the' initiation: of the new tax.. ™ '

During the year, we opened three new stores in the Houston market, two in the Dallas/Fort Worth
‘market, and one in San Antonio,-Texas. The Dallas/Fort Worth mdrket' continues‘to perform at the mid-point
‘of our range of expectations and we believe we have significant-upside patential in that market through
growth in the existing stores and our intention to continue to expand the number of stores in that market. We
have several other locations in Texas and Louisiana that we believe are promlsmg and, along with new
stores in existing markets, are inrvarious stages of development for opening-in-fiscai year 2008. . We also
icontinue to lock at- other markets; including neighboring states fon opportumtles . ;

e W TLoTaTe A ST
‘ The consumer electronics industry depends on newproducts to drlve samen store sales increases.
Typically, these new products, such as digital televisions¥DVD! players, digitai cameras and MP3 players are
introduced at relatively high price points that are then gradually reduced as the product becomes more
mainstream. To sustain positive same-store sales-growth, unit sales must increase at a rate greater than the
decline in product prices. The affordability of the product helps.drive the:unit sales.growth. However, as a
result of relatively short product life cycles in the consumer electronics industry, which limit the amount of
_ time available for sales volume to increase, combined with rapid price erosion in the industry, retailers are
challenged to maintain overall gross margin levels and positive same store sales. This has historically been
our experience, and we continue to adjust our marketing strategies to address this challenge through the
iintroduction of new product categories and new products within our existing categor:es S .

LT KL - N

Appllcatlon of Critical Accountmg Pohcnes -

.

“ln applying the accounting policies th'at we use to prepare our consolidated financial statements, we
necessarily make accounting estimates that affect our reported amounts of assets, liabilities, revenues and
-expenses. Some’ of these' accounting estimates. require us to make assumptions .about matters that are
highly uncertain at the time we make the accounting estimates. We basé-these assumptions and the
resulting estimates on authoritative pronouncements, historical information and other factors that we believe
to be reasonable under the circumstances, and we evaluate these assumptions and estimates 'on an
ongoing basis. Weicould reasonably use:different-accounting estimates, and changes in our accounting
estimates could occur from period to period, with the result in each case being a material change in the
‘financial statement: presentation of our financial.condition or results. of operations.-We refer to accounting
estimates of this type as critical accounting estimates. We believe that the critical-accounting estimates
discussed below are among those most |mportant to an understandmg of our consolidated financial
‘statements as of January 31, 2007

Transfers of Financial Assets. We transfer customer receivables to the QSPE that issues asset-
backed securities to third ‘party‘lenders using these accounts as collateral; and we continue to service these
-accotints. after the transfert We recognize the’ sale ‘of these accounts when we relinquish control of the
fransferred financial asset in' accordance with Staterhent of Financial Accounting Standards (SFAS) No. 140,
“Accounting for Transfers and Servicing 'of. Financial Assets and:Extinguishment of Liabilities. As we transfer
the ‘accounts, we record an asseét representing the interest-only strip, -which is cash flows resulting -entirely
fromr the interest on the security. The gain-or loss recognized on these transactions is based on our best
-estimates of key assumptions, including forecasted credit losses; payment rates, forward yield curves, costs
of servicirig the accounts and appropriate: discount rates. The.use. of -different estimates or-assumptions
-could-produce different financial results. For example, if-we had assumed a 10.0% reduction in net interest
spread (which might be caused'by rising interest rates), our interest in securitized assets would have been
reduced by $5.8 million as'of January 31, 2007, which may’ have an adverse effect on earnings. We
recognize income from our interest in these transferred accounts based on the difference between the
interest earned on customer accounts and the costs associated with financing and servicing the transferred

36




accounts, less a provision for bad debts associated with the transferred assets. This income is recorded as
Finance charges and other in our .consolidated statement of operations. , if the assumption-ysed for
estimating credit losses was increased 10%; the impact to recorded Finance charges and other would have
been a reduction in revenues and pretax income of $1.3 million. . .« - o,
‘In February 2006, SFAS No. 155, Accountrng for Certam Hybrid' Fmancra! Instruments, was issued.
This statement is an amendment of SFAS No. 133, Accountmg for. Denvat:ve Instruments and Hedgrng
Activities, and’ SFAS No. 140, Accountmg for: Transfers and Serwcmg of Financial Assets and
Extinguishments of Ligbilities-a replacement of FASB Statement No. 125, This statement permits fair value
remeasurement for any hybrid financial mstrument that contams an embedded derivative that would
otherwisé require bifurcation, clanf es which. mterest—only StrIpS and’ pnncupal only strips are ‘not subject to
the requirements of SFAS No. 133, establishes a réquirement to" evaluate ifterests in securitized fi nanc:|a|
assets to identify interests that are freestandlng derivatives or that are hybrld firancial instruments”that
contain an embedded derivative requiring ‘bifurcation, clarifies that concentratlons of credit risk in the form of
subordination are not embedded derivatives and amends SFAS No. 140 to-eliminate the prohibition on a
qualifying special-purpose entity from holding a derivative financial instrument that pertains to a beneficial
interest other than another derivative fi nancial mstrument , This statement, is effective for alt financial
instruments acquired or lSSUEd after the beginning of an enttty S, first fi scal year that begms after September
15, 2006. We are currently analyzmg the impact this. statement will, have on, our financial condition and
results of operations. | R L Y T & LA - '
Deferred Tax Assets We have net deferred tax assets of apprommately $3.5 millicn as of January
31, 2007, which are subject to periodic recoverablhty assessments Realization of our net deferred tax
assets may be dependent upon whether we achieve projected future taxable income. Our estimates
regarding future profitability may change due to future market conditions, our ability to continue to execute at
historical levels and our ability to continue our:growth plans. These changes, if any, may require material
adjustments to these deferred tax asset balances. If we,had assumed that the future tax rate at which these
deferred items would. reverse was 50 basis points .higher .than currently anticipated, we would have
increased the net deferred tax asset and increased net income by approximately $49, 000 o
* N . . L 1+ . v ! P
In -July 2006, FASB Interpretat1on' (FIN) No. 48, Accounting for Uncertamty in Income Taxes an
interpretation of FASB Statemment No. -109, Accounting for Income Taxes, was issued.. This interpretation
clarifies the accounting.for income taxes by prescribing the ‘minimum. recognition threshotd a tax position is
required to meet before being recognized in the financial statements. The interpretation is effective for fiscal
years beginning after December 15, 2006. We are currently analyzmg the ampact this statement will have on
ourf nancial condltion and results of operatlons O - <o
oo i t et S kN v LI L ]
Intangrble Assets ¢ We - have mgmﬁcant _intangible assets related prlmarlly to goodwill. - The
determmatlon of related estimated usefullives -and whether or'not these assets are impaired involves
significant judgments. Effective with'the.implementation of SFAS No. 142, we -ceased amortizing goodwill
and began testing potential impairment of this -asset :annually’ based on judgments regarding -ongoing
profitability and cash flow of the :underlying assets. Changes in strategy or market conditions: could
significantly impact these judgments and require adjustments to recorded asset balances. For example, if we
had reason to believe that our recorded:goodwill had :become impaired due to decreases in the fair market
value of the underlying business, we would have to take a charge to income for that portion of goodwill that
we believe is impaired. Our goodwill balance at January 31, 2006 and 2007 was $9.6 million.

Property, Plant and Equipment. Our accounting policies regarding land, buildings, and equipment
include judgments regarding the estimated useful lives of such assets, the estimated residual values to
which the assets are depreciated, and the determination as to what constitutes increasing the life of existing
assets. These judgments and estimates may produce materially different amounts of depreciation and
amortization expense than would be reported if different assumptions were used. These judgments may also
impact the need to recognize an impairment charge on the carrying amount of these assets if the anticipated
cash flows associated with the assets are not realized. In addition, the actual life of the asset and residual
value may be different from the estimates used to prepare financial statements in prior periods.

Revenue Recognition. Revenues from the sale of retail products are recognized at the time the
product is delivered to the customer. Such revenues are recognized net of any adjustments for sales
incentive offers such as discounts, coupons, rebates, or other free products or services. We sell service
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maintenance agreements and crédit insurance contracts on behalf of unrelated third patties. For contracts
where the third parties are the obligor on the contract, commissions are recognized in révenues at the time
of sale, and in the case of retrospective commissions, based on claims experience, atthe time that they are
earned. When we sell service maintenance agreements in which‘we 'are deemed to be the obligor on the
contract at the time of sale, revenue is recognized ratably, on a straight-line basis, over the term of the
service maintenance agreement.’ These diréct obllgor serviceé maintenance agreements are renewal
contracts that provide our customers protection against product repair costs arising after the expiration of the
manufacturer's warranty and the' third party obligor. contracts and typically range from 12 months to 36
months. These agreements are separate units of accountlng ‘under Emerglng Issues Task Force No. 00-21,
Revenue Arrangements with Multiple Deliverables: The amounts' of service mamtenance agreement revenue
deferred at January 31, 2006 and 2007 were $3.6 million and $3 8 millioh; respectlvely, and are ifcluded in
Deferred revenue in the accompanymg balance sheets. The amounts of service mamtenance agreement
revenue recognized for the fiscal years ended January 31, 2005; 2006 and 2007 were $5. 0 mitlion, $5.0
million and $4.7 million, respectwely

Vendor Allowances. We receive funds from vendors for pricé protection, product rebates marketing
and training and promotion programs which are recorded on the accrual basis as ‘a'reduction to the related
product cost or advertising expense according to the nature of the program We accrue rebates based on the
satisfaction of terms of the program and sales of qualifying products even though funds -may not be received
until the end of a quarter or year. If the programs are related to product purchases, the allowances, credits or
payments are recorded as a reduction of product cost; if the programs are related to promotion or marketing
of the product, the allowances, credits, or payments are fecorded as a reductlon of advertusmg expense in
the period in which the expense is mcurred : o -

Share-Based Compensation. ‘In December 2004 SFAS No. 123R, Share-Based Payment, was
issued. Under the requirements of this statement we measure the cost of employee services received in
exchange for an award of equity instruments, typically stock options, based on the grant-date fair value of
the award, and record that .cost over the period during which the employee is required to provide service in
exchange for the award. The grant-date fair value 'is based on our best estimate of key assumptions,
including expected time period over which the options will remain outstanding and expected stock price
volatility at the date of grant. Additionally, we must estimate expécted forfeitures for each stock option grant
and adjust the recorded:compensation expense accordingly. The use of different estimates could produce
different financial results. See Note 1 to our financial statements for additional information. :

. - A, Iy 4 S T

Accounting for Leases. The accounting for leases is governed primarily by SFAS No. 13, Accounting for
Leases. As required by the standard, we analyze each lease, at its inception, to determine whether it should
be accounted for as an operating lease or a capital lease. Additionally, monthly lease expense for each
operating lease is calculated as the average of all-payments’ required under the minimum lease term,
including rent escalations. The minimum lease term begins with the date we take possession of the property
and ends on the last day of the minimum lease term, and includes all rent holidays, but excludes renewal
terms that are at our option. Any tenant improvement allowances received are deferred and. amaortized into
income as a reduction of lease expense on-.a straight line basis:over the minimum lease term. The
amortization of leasehold improvements is computed on a straight line basis over the shorter of the
remaining lease term or the estimated useful life of the improvements... - 3

- 1 .
’ LT L . 1, . S i, oy y
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Results of Operations

The following table sets forth certain statement of operations information as a percentage of total
revenues for the periods indicated.

Years ended January 31,

2005 2006 2007

Revenues:

Product sales.........coooiiiiiiiinnnn e e e 798 % 813 % 82.0 %

Service maintenance agreement commissions (net).........oooenn 4.2 43 4.0

SONVICE MEVENUBS. .....ocecueeiieeeee e ctrieaeeans USSR 3.3 2.9 3.0

Total net sales 87.3 88.5 89.0
Finance charges and other................. e [T URIUPTON 12.7 11.5 11.0
TOtal FEVBNUBS. ....cvv et e e et 100.0 100.0 100.0

Cost and expenses: -

Cost of goods sold, including warehousing and QCCUpancy costs. ............... 62.8 63.9 85.1

Cost of parts sold, including warehousing and occupancy costs 0.8 0.7 0.9

Selling, general and administrative expense............ccceeee e 271 26.1 258

Provision for bad debts................... i e 05 0.2 0.2

Total costs and expenses... ; 91.2 90.9 920 |
Operating income._._........... 88 9.1 8.0
Interest (income) expense (including minority interest)........................... 0.4 0.1 {0.1)
Other (INCOMEB} EXPENSE...........coooiiiiiiiiiirir it rimine e e e re e s 0.0 0.0 (0.1)
Earnings before inCome taxes.....................co i 8.4 9.0 8.2
Provision for income taxes

[0 14 =31 SO OO TPV TP 3.0 32 3.0

Deferred . ens . - 0.1) (0.1}
Total provision for income taxes..............................u e aaan 3.0 31 2.9

NetINCOME.............. e RELETP TP PEEP P EPIOPPIPPIPPRRES 5.4 % 5.0 9%, 53%

In reviewing the percentages reflected in the above table, we noted that the following trends in our
operations developed within the Iast twelve months.

s The increase in cost of goods sold as a percentage of total revenues reflects the shift in
revenue mix as product sales grew faster than service revenues and finance charges and
other. Cost of products sold was 78.6% of net product sales in the 2006 period and 79.4% in
the 2007 period.

» The decline in selling, general and administrative expense as a percentage of total revenues
resulted primarily from decreased payroll and payroll related expenses and net advertising
expense, as a percent of revenues.

+ The declining trend in interest expense as a percentage of total revenues is a function of our
continuing to generate positive cash flow.

The presentation of our gross margins may not be comparable to other retailers since we include the cost of
our in-home delivery service as part of selling, general and administrative expense. Similarly, we include the
cost of merchandising our products, including amounts related to purchasing the preduct and a portion of our
advertising cost, in selling, general and administrative expense. It is our understanding that other retailers
may include such costs as part of cost of goods sold.
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The following table presents certain operations information in dollars and percentage changes from

year to year:

Analysis of Consolidated Statements of Operations

(in thousands except percentages} 2006 vs. 2005 2007 vs. 2006
‘ Years Ended January 31, Incri{Decr} Incri{Decr}
2005 2006 2007 Amount Pct Amount Pct
Revenues
Product sales.. v e 451,560 $569,877  $623,959 $118,317 262 % $54,082 95 %
Service mamtenance agreement
COMMISSIONS (NEt). . ..o 23,950 30,583 30,567 6,633 277 {16) (0.1}
SEIVICE FEVENUES. . ... e e e 18,725 20,278 22 411 1,553 8.3 2,133 105
Total Net SalES.........c.oceevvvcenrn s 404,235 620,738 676,037 126,503 256 56199 9.1
Finance charg% andother.......................... 71,586 80,410 83,720 8,824 123 3,310 4.1
Total revenues.. 565,821 701,148 760,657 135,327 239 59509 - 85
Cost of goods and parts sold. .. e, 350,710 453,374 502,135 93,664 26.0 48,761 10.8
Gross Profit.. G 206,111 247,774 258,522 41,663 20.2 10,748 ., 4.3
Gross Margm 36.4% 35.3% 34.0% o
Selling, general and administrative expense.: v 183,634 182,728 195,908 29,194 18.0 13,180 7.2
Provision forbaddebts............................... 2,589 1,133 1,476 {1,456) (56.2) - "1 343 30.3
Operating INCOMe. .......c...oovevcercceiinicennes 40,988 63,013 61,138 13.925 279 - (2775 (4.3)
Operating Margin ...................cccceevvveeenen.. 8.8% 9.1% 80% ‘
Interest (income) expense. .. 2,359 400 (676) (1,859) (83.0) (1,076}~ (269.0)
Other (iNCOME) BXPENSE. .....vveveveeeeeeeeeen 118 69 (772) (49)  (41.5) (841) (1218.8)
Minority interest in fimited partnersmp 118 - - (118) -
Pretax Income. ... ettt eeeneeeeeees 47,303 63,444 62,586 16,051 339 (858) +  {1.4)
Income taxes 16,706 22,341 22,275 5,635 337 (66) * 0.3)
Net income available
for common stockholders.............................. $30,687 $41,103 $40,311 $10,416 339% ($792) (1.99%

Refer to the above Analysis of Consolidated Statements of Operétions in condensed form while
reading the operations review on a year by year basis.

Year Ended Jariuary 31, 2006 Compared to the Year Ended January 31, 2007

Revenues. Total revenues increased by $59.5 million, or 8.5%, from $701.1 million for the year ended
January 31, 2006 to $760.6 million for the year "ended January 31, 2007. The increase was attributable to
increases in net sales of $56.2 million, or 9.1%, and $3.3 mllllon or 4,1%, |n finance charges and other

revenue,

The $56.2 million increase in net sales was made up of the following: _

. » a $21.1 million increase resulted from a same store sales increase of 3.6%. The fiscal 2007 growth
" rate was impacted as a result 'of being compared to the very strong, hurricane-impacted prior year
sales, which resulted in a same store sales growth rate of 16.9% achieved in the year ended

January 31, 2006.

1

.

-

« a $352 milion increase generated by twelve retail locations that were not open for twelve

consecutive months in each period,

e a2 $2.2 million decrease resulted from an increase in discounts on promotional credit sales, and

s a $2.1 million increase resulted from an increase in service revenues.
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The components of the $56.2 million increase in net sales were a $54.1 million increase in product sales
and an $2.1 million net |ncrease in service maintenance agreement commissions and service revenues. The
$54.1 million increase in product sales resulted from the following: .
« approximately $34.1 million was attributable to increases in unit sales, due primarily to increased

appliances, consumer electronics (especially micro-display projection and plasma and LCD flat
panel televisions) and furniture sales, partlally offset by a decline in track sales, and

e approximately $20.0 million was attributable to increases in unit price points. The price point impact
was, driven primarily by consumers selecting higher priced appliance products, including high-
efficiency washers and dryers and stainless steel kltchen appliances and increased delivery fees,
partially offset by a decline in consumer electronics as prices for new technology erode and the $2.2
million increase in discounts on extended-term promotional credit sales.

The following table presents the makeup of net sales by product category in each pericd, including
service maintenance agreement commissions and service revenues, expressed both in dollar amounts and
as a percent of total net sales. Classification of sales has been adjusted from previous filings to ensure
comparability between the categories. )

Years Ended January 31,
. 2006 ’ 2007 Percent
Category . Amount Percent Amount Percent Increase
Major home appliances ..., $ 223294  360% $ 0063 341% 34% (1)
\ Consumer electronics ...........coueveree . 186,863  30.1 214,271 37 148 (2
; TPACK. . v vvevevnrrenenarnvrie s sre v re e 99,184 16.0 94,395 139 48 (3)
Delivery 9,931 16 11,380 1.7 146 (2
Lawn and garden . 17.567 28 16,741 25 @an @
Bedding : 13120 . 21 17,721 - 26 351 . (9
FUMMIU® .o e 15,320 24 - 333957 49 177 - (5
Other .. 4798 0.8 . 5131 0.8 69 (@
Total product sales 569,877 918 - 623,959 92.2, "85
Service maintenance agreement
COMMISSIONS ooteeeeeeeeere e eee st e aiene 30,583 49 30,567 - 45 0.1y (B
Service revenues 20,278 33 T 241 3.3 105 {7
Total net sales $- 620,738 1000% _$ 676937  1000% 9.1%
(1) Fiscal year 2006 appliance sales were benefited by strong customer demand after Hurricanes Katrina and Rita in that

year.

{2) These increases are consistent with overall increase in product sales and improved:unit prices.

{3) The decline in track sales (consisting largely of computers, computer peripherals, portable electronics and small
appliances) is due primarily to reduced sales of computers and portable CRT televisions.

(4) A slower late-summer selling season due to dry weather impacted this category.

(5) This increase is due to the increased emphasis on the sales of mattresses and furniture, pnmarlly sofas, recliners and
entertainment centers, and new product lines added to the fumiture category.

{6) This decrease is due to increased SMA cancellations driven by higher credit charge-offs and reduced sales penetration
as we introduced products {furniture and mattresses) that are not SMA-eligible.

{7} This increase is driven by increased unils in operation as we continue to grow product sales and an |ncrease in the prices
of parts used to repair higher-priced technology (flat-panel and micro-display television, et¢.).

Revenue from Finance charges and other increased by approximately $3.3 miltion, or 4.1%, from.$80.4
million for the year ended January 31, 2006, to $83.7 million for the year ended January 31, 2007. This
increase in revenue resulted primarily from increases in securitization income of $3.4 miliion, a $2.0 million
decrease in service maintenance agreement retrospective commissions and a net increase in insurance
commissions and other revenues of $1.9 million. Securitization income grew at a slower pace than net sales
because of higher credit losses experienced during the year ended January 31, 2007, as a result of the
disruption to our credit operations caused by Hurricane Rita. As a result of the higher loss rate experienced,
we recorded an impairment charge of $1.5 million during the quarter ended July 31, 2006, reducing the value
of our interest in securitized assets. The credit net charge-off rate has returned to historical levels and is
expected to approximate 3.0% during fiscal 2008. We recorded an impairment charge of $0.8 million during
the quarter ended October.31, 2005, .for anticipated credit losses due to the impact of Hurricane Rita on our
credit operations and an increase in bankruptcy filings due to the new bankruptcy law that took effect in
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October 2005. Securitization income growth is attributable to higher product sales and increases in our
retained interest in assets transferred to the QSPE, due primarily to increases in the transferred balances.
Insurance commissions and other revenue growth was driven by the increase in product sales The decline
in service maintenance agreement retrospective commissions was due to a change in the commission
structure that became effective during fiscal 2006. The change resulted in us receiving a greater portion of
the income at the time of the sale of the service maintenance agreement, which is included in Total net
sales, with a corresponding decrease in the retrospective commissions received.

Cost of Goods Sold. Cost of goods sold, including warehousing and occupancy cost, increased by $47.3
mitlion, or 10.6%, from $448.1 million for the year ended January 31, 2006 to $495.4 million for the year
ended January 31, 2007. This increase was slightly higher than the 9.5% increase in net product sales
during the year ended January 31, 2007.  Cost of products sold increased from 78.6% of net product sales in
the 2006 period to 79.4% in the 2007 period die to pricing pressures on flat-panel TV's and the fact that the
strong fiscal 2006 sales, after the hurricanes, were achieved with very little discounting.

Cost of Service Parts Sofd. Cost of service parts sold, including warehousing and accupancy cost,
increased approximately $1.5 million, or 27.8%, for the year ended January 31, 2007 as compared to the
year ended January 31, 2008, due to a 34.8% increase in paris sales.

Selling, General and Administrative Expense. While Selling, general and administrative expense
increased by $13.2 million, or 7.2%, from $182.7 million for the year ended January 31, 2006 to $195.9
million for the year ended January 31, 2007, it decreased as a percentage of total revenue from 26.1% to
25.8%. The decrease in expense as a percentage of total revenues resuited primarily from decreased
payroll and payroll related expenses and net advertising expense, as a percent of revenues. Additionally,
$0.9 million of expenses, net of insurance proceeds, were incurred in the year ended January 31, 20086, due
to Hurricane Rita.

Provision for Bad Debts. The provision for bad debts on non-credit portfolio receivables and credit
portfolio receivables retained by the Company and not transferred to the QSPE increased by $0.3 mitlion, or
30.3%, during the year ended January 31, 2007 as compared to the year ended January 31, 2006, primarily
as a result of provision adjustments due to increased credit losses.

Interest {Income) Expense, net.  Net interest (income) expense improved by $1.1 million, from net
interest expense of $400,000 for the year ended January 31, 2006 to net interest income of approximately
$700,000 for the year ended January 31, 2007. The net |mpr0vement in interest (income) expense was
attributable to the following factors:

e expiration in April 2005 of $20.0 million in our interest rate hedges and the discontinuation of hedge
accounting for derivatives resulted in a net decrease in interest expense of approximately $244,000;
and '

¢ increased interest income from invested funds of approximately $539,000.

The remaining change of $317,000 resulted from lower average outstanding debt balances and
capitalization of interest on construction in progress.

Other (Income) Expense, net. Other (income) expense improved by $0.9 million, from net expense of
$0.1 million for the year ended January 31, 20086, to net income of $0.8 million for the year ended January
31, 2007. This change was primarily the result of a $0.7 million gain recogmzed on the sale of a building and
the related land. ,

Provision for Income Taxes. The provision for income taxes decreased by $66,000, or 0.3%, from $22.4
million for the year ended January 31, 2008, to $22.3 million for the year ended January 31, 2007. The
decrease in the Provisicn for income taxes is attributable to lower Income before income taxes, state tax
refunds received during the period and adjustments to reconcile final tax returns to previous estimates,
partially offset by additional tax expense from the new Texas margin tax. The impact of the new Texas
“margin tax was partially offset by the one-time benefit of deferred tax assets recorded as a result of the new
tax. Our effective rate for the year ended January 31, 2007 was 35.6%, as compared to 35.2% for the year
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ended -January 31, 2006, as impact of the Texas margin tax was partially offset by the refunds and return
adjustments.

Net Income. As a result of the above factors, Net income decreased $0.8 million, or 1.9%, from. $41.1
million for the year ended January 31, 2006 to $40.3 million for the year ended January 31, 2007.

Year Ended January 31, 2005 Compared to the Year Ended January 31, 2006

Revenues. Total revenues increased by $135.3 million, or 23.9%, from $565.8 million for the year ended
January 31, 2005 to $701.1 million for the year ended January 31, 2006. The increase was attributable to
increases in net sales of $126.5 million, or 25.6%, and $8.8 million, or 12.3%, in finance charges and other
revenue,

The $126.5 million increase in net sales was made up of the following:

a $75.8 million increase resulted from a same store sales increase of 16.9%. Appliance sales
accounted for the majority of the increase and were significantly impacted by our customers’ need to
replace items damaged as a result of Hurricanes Katrina and Rita. After adjusting for our estimate of
the impact of the storms, we believe same store sales increased approximately 12%, with appliance,
electronics, track and furniture sales being the biggest contributors. As a result of changes in the
commission structure an our third-party service maintenance agreement (SMA) contracts, beginning
July 2005, we began realizing the benefit of increased front-end commissions on SMA sales, which
increased net sales $1.4 million, (offsetting this increase is a decrease in refrospective commissions
which is reflected in Finance charges and other),

a $49.8 million increase generated by twelve retail locations that were not open for twelve
consecutive months in each period, net of reductions related to the closing of one location,

a $644,000 decrease resulted from an increase in discounts on promotional credit sales, and

a $1.6 mitlion increase resulted from an increase in service revenues.

The components of the $126.5 million increase in net sales were a $118.3 million increase in product
sales and an $8.2 million net increase in service maintenance agreement commissions and service
revenues. The $118.3 million increase in product sales resulted from the following:

approximately $82.6 million was attributable to increases in unit sales, due to increased appliances,
track, furniture, and consumer electronics sales, and

approximately $35.7 million was attributable to increases in unit price points. The price point impact
was driven primarily by:

o consumers selecting higher priced consumer electronics products, as the new technology
becomes more affordable;

o consumers selecting higher priced appliance products, including high-efficiency washers
and dryers and stainless kitchen appliances, and

o higher prices on appliances in general.
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The following table ‘présents the makeup of net sales by product category in each period, including
service maintenance agreement commissions and service revenues, expressed both in dollar amounts and
as a percent of total net sales. Classification of sales has been adjusted from prevnous fi Ilngs to ensure
comparablhty between the categories.- ..

M .
- . - ! . ot

" Years Ended January 31,
. ) 2005 , 2006 Percent
Category " TAmount  'Percent _ Amount  _ Percent _ lncrease
Major home appliances ... $ 168544 1% § 22324 . 360% 325% (1)
Consurmer electronics 154873 . 313 . 186663 301 205 {2
TRACK. v eer et - S4803 0 172 99,184 160 - 170 (2
Dehvery 7,605 15 9,931 16 306 (2
Lawn and garden ................................ 14,272 29 17,567 28 231 {2)
BEAUING ....vvoeevvvvveesrsveeeesresesrenrreons et 10,240 -7 21 - 13,120 21 - 28172
FUMItUE ..o 7,207 15 15,320 24 1126 (3)
(01117 A C 4018 08" 4798 08 195 (2
Total product sales ..., 451,660 914 569877 918 62 "
Service maintenance agreement ' ) o o :
commissions . 48 ' - 30583 1 49 277 (2)
Service revenues ......... 38 20278 33 83
L T R ——— 1000% _§ 620738 _ 1000%  256%

-

. - P .
- L ' V- N

{1) In addition to strong overall sales growth, appliance sales benefited from our. customers’ needs'aﬂer the hurricanes.

(2) These increases are consistent with overall increase in product sales and improved unit prices.

(3) This increase is due to the increased emphasis on the sales of furnlture primarily sofas reclmers and entertainment
cenlers and new product lines added to this category. X .

Revenue from Flnance charges and other increased by approxlmately $8 8 mllllon or 12 3% from $71.6
million for. the year ended January 31. 2005 to $80.4 million for the year ended January 31, 2006. This
increase in revenue resulted primarily from increases in securitization income of $9.4 million, a $1.0 million
decrease in service maintenance agreement. retrospective commissions and a net increase in insurance
commissions and other revenues of $445,000. The increase in securitization income is attributable to higher
product sales and increases. in our refained interest jin assets transferred to the QSPE, due primarily to
increases in the transferred balances. - Partially offsettmg the securltlzatlon income increases was an
impairment charge of $885,000 for estimated losses resuiting from increased bankruptcy filings by our
customers prior o October 17, 2005, the effective date of the new bankruptcy law and our estimate of
expected additional credit losses due to the impact of Hurricane Rita. . .

Cost of Goods Sold. Cost of goods sold, including warehousing and occupancy cost, increased by $92.9
million, or 26.2%, from $355.2 million for the year ended January 31, 2005 to $448.1 million for the year
ended January 31, 2006. This increase was consistent with the 26.2% increase in net’ product sales during
the year ended January 31, 2006. Cost of products sold was 78.7% of net product sales in the 2005 period
and 78.6% in the 2006 period. | . S

Cost of Service Parts Sold. , Cost of service parts sold, including warehousing and occupancy cost,
increased approximately $759, 000 or 16.7%, for the year ended January 31, 2006 as compared to the year
ended January 31, 2005, due to increases in parts sales.

Selfing, General and Administrative Expense. While Selling, general and administrative expense
increased by $29.2 million, or 19.0%, from $153.5 million for the year ended January 31, 2005 to $182.7
million for the year ended January 31, 2006, it decreased as a percentage of total revenue from 27.1% to
26.1%. The decrease in expense as a percentage of total revenues resulted primarily from decreased
payroll and payroll related expenses and net advertising expense, as a percent of revenues, that were
partially offset by increased general liability insurance expense and higher expenses incurred due to
Hurricane Rita of approximately $907,000, net of estimated insurance proceeds, including expenses related
to relocation of the corporate office functions and losses related to damaged merchandise and facility
damage.
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Provision for Bad Debts. The provision for bad debts on receivables retained by the Company and not
transferred to the QSPE and other non-credit portfolio receivables decreased by $1.5 million, or 56.2%,
during the year ended January 31, 2006 as compared to the year ended January 31, 2005, primarily as a
result of changes in the loss history and provision adjustments based on favorable loss experience during
the last twelve months, and revised loss allocations between receivables. retained by us and those
transferred to the QSPE, which were offset in Finance charges and other. Partially offsetting the bad debt
expense decrease was a charge of $105,000 for estimated losses resulting from increased bankruptcy filings
by our customers prior to October 17, 2005, the effective date of the new bankruptcy law and expected
additional credit losses due to the impact of Hurricane Rita on our customers. See Note 2 to the financial
statements for information regarding the performance of the credit portfolio.

| Interest Expenée net. Net interest expense decreased by $2'0 miiiioﬁ or 83.0%, from $2.4 million for
the year ended January 31, 2005 to $400,000 for the year ended January 31, 2006 The net decrease in
interest expense was attributable to the following factors:

e expiration of $20.0 million in our interest rate hedges and the discontinuation of hedge accounting for
derivatives resulted in a net decrease in interest expense of approximately $856,000; and

« the deconsolidation of SRDS (previously consolidated as a VIE according to FIN 46) resulted in a
decrease of interest expense of $759,000,

The remaining decrease in interest expense of $385,000 resulted from lower average outstanding debt
balances and higher interest income frem invested funds.

. Minority Interest. As a result of FIN 46, for the year ended January 31, 2005, we eliminated the pretax
operating profit contributed from the consolidation of SRDS through the minority interest line item in our
consolidated statement of operations (see Note 1 of Notes to the Financial Statements).

Provision for Income Taxes. The provision for income taxes increased by $5.6 million, or 33.7%, from
$16.7 million for the year ended January 31, 2005 to $22.3 million for the year ended January 31, 2006,
consistent with the increase in pretax income of 33.9%. .

Net Income. As a result of the above factors, Net income increased $10.4 million, or 33.9%, from $30.7
million for the year ended January 31, 2005 to $41.1 million for the year ended January 31, 2006.

Impact of Inflation

We do not believe that inflation has a material effect on our net sales or results of operations. However,
a continuing significant increase in oil and gasocline prices could adversely affect our customers’ shopping
decisions and patterns. We rely heavily on our internal distribution system and our next day delivery policy to
satisfy our customers’ needs and desires, and any such significant increases could result in increased
distribution charges. Such increases may not affect our competitors in the same manner as it affects us.

Seasonality and Quarterly Results of Operations

Our business is somewhat seasonal, with a higher portion of sales and operating profit realized during
the quarter that ends January 31, due primarily to the holiday selling season. Over the four quarters of fiscal
2007, gross margins were 33.8%, 33.5%, 35.3% and 33.6%. During the same period, operating margins
were 9.5%, 6.7%, 6.3% and 9.3%. A portion of the fluctuation in gross margins and operating margins is due
to planned infrastructure cost additions, such as increased warehouse space and larger stores, additional
personnel and systems required to absorb the significant increase in revenues that we have experienced
over the last several years.

Additionally, quarterly results may fluctuate materially depending on factors such as the following:
¢ timing of new product introductions, new store openings and store relocations;

o sales contributed by new stores;
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o increases or decreases in comparable store sales;
o adverse weather conditions; :
o shifts in the timing of certain holidays or promotions; and : : g
o changes in our merchandise mix. _ ’ . s
Results for any quarter are not necessarily indicatiQe of the results that may be achieved for a full year.

The following tables sets forth certain unaudited quarterly statement of operations information for the
eight quarters ended January 31, 2007. The unaudited quarterly information has been prepared on a
consistent basis and includes all normal recurring adjustments that management considers necessary for a
fair presentation of the information shown.

' 2006
- . Quarter Ended
Apr. 30 Jul. A Oct. 31 Jan. 31
(dollars and shares in thousands, except per share amounts}

Revenues . . ) .
Product SaIES. ........cocceii it e B 127275 % 130,867 0§ 140405 0§ 171,33
Service maintenance agreement commissions (net)................oo 6,884 7,848 7,506 8,34
SBIVICE FEVENUBS .. ....eouit e s s e rir e e s et s kst ea s e et e e anen s e ebe s nre ens 4775 5134 ., 5,157 5,21
Total net Sales. . . e e e 138,934 143,849 153,068 184,88
Finance charges and other. ... e s e e 18,985 20,711, 19,521 | 21,19
TOlRI TEVENUES. ...t e et e e et et ae e s e me e . 167,919 164,560 172,589 206,081

Percent of NNUAI TEVENUES. ... ...vvvver e ceeiie s eits s s steiee e e eeeeeee e 22.5% 23.5% 24.6% 294{

Cost and expenses . '
Cost of goods sold, including warehousing and occupancy costs.......i...o.... 100,917 103,579 110,024 133,54

" Cost of service parts sald, including warehousing and occupancy costs........... * 1,225 1,236 1,34 1,51
Selling, general and administrative &XPeNSe ..o e, 39,739 44,950 47,152 50,88
Provisionforbad debts. ... 468 (i37) 33 47

Total cost and eXpensSes. ... ...c.cui e e 142,349 149,628 158,841 186,41

Operating INCOMB .. ... e 15,570 14,932 13,748 19,66,

Operating Profit as a2 % total revenues. . ... 9.9% 9.1% ‘ 8.0% 9.5

Interest (INCOME} EXPENSE ...oii e e 355 59 74 {8
OHhEr (INCOME) BXPENSE. ... ..eerm oo oeoeeoe et eeeee oot eem s ee e ee e 6 R {27) 6.
Income before incometaxes ... 15,209 14,845 ' 13,701 ' 19,68
Total provision for iINCOME tAXeS ..........ccv v liviir i, 5,341 5,252 4,846 " 6,90

o L= Ty e 3 N S - 9868 & - 9593 & 8.855 § 1278
Netincomeasa%of revenue. ................ccoooiiiiio i . 6.2% 5.8% 5.1% 6.2!

Outstanding shares: . ’ . _ .
BaSIC. L e e e e e 23,307 23,366 23458 23,5
DB, . oo et e et et e et e 23,775 24012 - 24,265 24,

Eamings per share: : '
[0 0= TP OO O OO UR TP OO OO PO PRPSRRS . | 042 3§ 040 $ 036 % 0.5;
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2007

Liquidity and Capital Resources

We require capital to finance our growth as we add new stores and markets to our operations, which in
turn requires additional working capital for increased receivables and inventory. We have historically
financed our operations through a combination of cash flow generated from operations and external
borrowings, including primarily bank debt, extended terms provided by our vendors for inventory purchases,
acquisition of inventory under consignment arrangements and transfers of receivables to our asset-backed
securitization facilities. At January 31, 2007, we had a revolving line of credit facility with a group of lenders
in the amount of $50 million, under which we had no borrowings outstanding, but utilized $1.9 million of
availability to issue letters of credit. We expect that our cash requirements for the foreseeable future,
including those for our capital expenditure requirements, will be met with our available line of credit and our
$51.3 million of excess cash and cash equivalents, which were invested in short-term, tax-free instruments,
at January 31, 2007, together with cash generated from operations. Our current plans are to grow our store
base by approximately 10% a year. We expect we will invest in inventory, real estate and customer
receivables to support the additional stores and same store sales growth. Depending on market conditions
we may, at times, enter into sale-leaseback transactions to finance our real estate or seek alternative
financing sources for new store expansions and customer receivables growth.

In its regularly scheduled meeting on August 24, 20086, our Board of Directors authorized the
repurchase of up to $50 million of our common stock, dependent on market conditions and the price of the
stock. We expect to fund these purchases with a combination of excess cash, cash flow from operations,
borrowings under our revolving credit facilittes and proceeds from the sale of owned properties. Through
January 31, 2007, we had spent $3.8 million under this authorization to acquire shares of our common stock.
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Quarter Ended
Apr. 30 Jul. 3 Oct. 31 Jan. 31
{dollars and shares in thousands, except per share amounts)
Revenues -

Product sales... et $ 0 158509 F 150647 % 139,584 % 175,209
Service n'zamtename agreement commissions (net) e 7.967 7,063 6,845 8,692
Sefvice revenues.. 5,229 5,927 5,951 5,304
Total net sales... 171,705 163,637 152,390 189,205
Fnanced'largesandolher 20,483 18,567 21,303 23,367
TOtAl FEVENUEBS. . ......oooeee et e e ine e e e re s rrnn s s srs e e s s s e nne e 192,188 182,204 173,693 212,572
Percent of annUal FEVENUES. .............cciiieeei i ere et e vie e v aes e s s s ane st s aenre e nns 25.3% 24.0% 22.8% 27.9%

Cost and expenses
Cost of goods sold, including warehousing and occupancy costs... 125,729 119,756 110,627 139,238
Cost of service parts sold, including warehousing and cocupancy oosts ............ 1,565 1,389 1,834, 1,997
Selling, general and administrative expense .. s 46,664 48 425 49,701 51,118
Provision for bad debts 43 390 526 517
Total cost and eXPenses..............cccoiiiinniiinic e e 174,001 169,960 162,688 192,870
Operating INCOME ...t s e s s e e e e e 18,187 12,244 11,005 19,702
Operating Profit as 2 % total ravenUeS. ... i 9.5% 6.7% 6.3% 9.3%
Interest (iNCOME) BXPENSE ........coviiiiiiiiiie i st s e s e e e (184) (187) {141) (164)
Other(mcome)expensa {33) (721) . (19) 1
Income before income taxes .. 18,404 13,152 11,165 19,865
Total provismn forincomlaxes 6,455 4,608 4,011 7,201
Net income | $ 11‘%9_ 5 8544 % 7154 § 12,664
Netincome as a % of NevenUe. ... .. ..ot 6.2% ' 4.7% 4.1% 6.0%

Qutstanding shares:

Eamings per share:




The foliowing is a comparison of our statement of cash flows for our fiscal years 2006 and 2007:

The decrease in cash flow from operating activities for fiscal year 2007 from fiscal year 2006 of $35.5
miflion, resulted primarily due to the timing of payments of amounts payable for federal income and
employment taxes. QOperating cash flows in each year were impacted by approximately $18.9 million of
federal income and employment tax payments due in the year ended January 31 2006 that were deferred

until February 28, 2006 because of Hurricane Rita. - !

As noted above, we offer promotional credit programs to certain customers that provide for “same as
cash” or deferred interest interest-free periods of varying terms, generally three, six, or 12 months;.in fiscal
year 2005 we increased these terms to include 18, 24 and 36 months. The various "same as cash”
promotional accounts and deferred interest program accounts are eligible for securitization up to the limits
provided for in our securitization agreements. This limit is currently 30.0% of eligible securitized receivables.
If we exceed this 30.0% limit, we would be required to use some of our other cap|tal resources to carry the
unfunded balances of the receivables for the promotional penod The percentage of eligible securitized
receivables represented by promotional receivables was 19.4% as of January 31,2008, ‘and at January 31,
2007, the percentage was 20.0%. The weighted average promotional period was 11.8 months and 131
months for promotional receivables outstanding as of January 31, 2006 and 2007, respectuvely The
weighted average remaining term on those same promotional receivables was 7.3 months and 9.8 months
as of January 31, 2006 and 2007, respectively. While overall these promotional receivables have a much
shorter weighted average term than non-promotional receivables for the customers that take advantage of
the promotional terms, we receive less income on these receivables, resulting in a reduction of the net
interest margin used in the calculation of the gain on the sale of receivables. .

Net cash used in investing activities was $18.5 million and $16.2 millien in ﬁscalrye_ar 2006 and fiscal
year 2007, respectively. Cash used for purchases of property and equipment was approximately $18.5
million in both fiscal year 2006 and fiscal year 2007. The decline in net cash used in investing activities was
due primarily to the proceeds from the sale of one store location for $2.1 million in fiscal year 2007. The cash
expended for property and equipment was used primarily for construction of new stores and the reformatting
of existing stores to better support our current product mix. We estrmate that capital expendltures for the
2007 fiscal year will approximate $25 million to $30 million.

We lease 55 of our 62 stores, and our plans for future store locations include primarily leases, but does
not exclude store ownership. Our capital expenditures for future store projects should primarily be for our
tenant improvements to the property leased (including any new distribution centers and warehouses), the
cost of which is approximately $1.5 million per store, and for our existing store remodels, in the range of
$170,000 per store remodel, dependmg on store size. In the event we purchase existing propertles our
capital expenditures will depend on the particular property and whether it is |mproved when purchased We
are continuously reviewing new relatronshlp and funding" sources and alternatives for neiv stores which may
include “sate-leaseback™ or direct “purchase-lease” programs ‘as well as other fund:ng sources for our
purchase and construction of those projects. If we are sdccessful |n these relatronshlp devetopments our
direct cash needs shouid include only our capltal expendﬂures for. tenant |mprovements to leased properties
and our remodel programs for existing stores, buit coutd mclude fuilt ownershlp |f it meets our ‘cash investment
strategy.

N B

Net cash used in financing activities decr’eased‘$6.5-million-‘ from $7.6 million-for the year ended
January 31, 2006, to $1.1 million for the year'endéd January 31;:2007. This'change resulted primarily from
net payments on various debt instruments of $10.7 million in the'year ended January 31, 20086, as opposed
to net payments of $0.1 million in the year ended January 31,"2007. Partially offsetting the decline iry the use
of cash for payments on debt instruments was the use of $3.8 million for the purchasé of-our common stock
in fiscal year 2007. We do not expect to incur srgnrftcant net borrowmg or repayments under our bank credit
facilities in fiscal 2008. -

We entered into our existing bank credit facility on October 31, 2005. The agreement:provides a line of
credit to $50 million, with an accordion feature to allow-further expansionof the facility to $90 million, under
certain conditions. The credit facility has a maturity .date -to-November 1, 2010. Additionally, the facility
provides sublimits of $8 million for a swingline line of .credit forfaster advances on borrowing requests, and
$5 million for standby letters of credit. Loans under.our, revolving credit facility may, at our: option, bear
interest at either the alternate base rate, which is the greater of the administrative agent's prime rate or the
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federal funds rate, or-the adjusted LIBO/LIBOR rate.for the applicable interest period, in each case plus an
applicable interest margin. The interest margin is between 0.00% and 0.50%. for base rate loans and
between 0.75% and 1.75% for LIBO/LIBOR alternative rate loans.-The interest margin will vary depending on
our debt coverage ratio. We additionally pay commitment fees for the undrawn portion of our revolving credit
facility. At January 31, 2007, based on:the LIBO/LIBOR alternatlve rate, the interest rate on the revolving
facility was 6.32%... ,- g

4

-

. Effective August 28, 2006, we entered into an amendment to our $50 million revolving credit facility
with the existing: lenders. The amendment_increases our restricted payment capacity, which includes
payments for repurchases:of capital stock, from $25 million to $50 miflion. There were no other modifications
of the Credit Agreement. o .

A summary of the significant financial covenants that govern our bank credlt facility compared to our
actual comphanee status at January 31, 2007 rs presented below:” '

o " Required

_ Minimum/
' P - o © Actual Maximum
‘Debt service coverage ratio must exceed 'required minimum.\....5....... 4.28 to 1.00 2.00to 1.00
" Total adjusted Ieverage ratio must be lower than required maximum...... 163 to 1.00 3.00to 1.00
Adjusted consolidated net worth must exceed required minimum.......... $286.2 million $178.9 million
Charge-off ratio must be lower than required maximum...................... 0.02101.00 0.06 to 1.00
Extension ratio must be lower than required maximum........................ 0.03 to 1.00 0.051t0 1.00
30-day delinquency ratio must be lower than required maximum........... 0.09 to 1.00 0.13t0 1.00

Note: Alf terms in the above table are defined by the bank credit facility and may or may not agree
directly to the financial statement captions in this document.

Events of default under the credit facility include, subject to grace périods and notice provisions in
certain circumstances, non-payment of principal, interest-or fees; violation of covenants; material inaccuracy
of any representation or warranty; defauit under or acceleration of certain other indebtedness; bankruptcy
and insolvency events; certain judgmerits and other liabilities; certain envrronmenta! claims; and a change of
control. If an event of defadilt occurs, the lenders under the credit facility are entitled to take various actions,
including accelerating amounts due under the credit facility and requiring that all such amounts be
immediately paid in full. Our obligations under the credit facility are secured by all of oyr and our subsidiaries’
assets, excluding customer receivables owned by the QSPE and certain inventory subject to vendor floor
plan arrangements

" The following table reﬂects outstanding commitments for borrowings and letters of credit, and the
amounts utilized under those commitments, as of January 31, 2007: X

Balance at  Available at

Commitment Expires in Fiscal Year Encﬁﬁg January 31, ,January 31,  January 31,
2008 2009 2010 2011 2012 Thereafter  Total 2007 2007
. . v {inthousands) :
Revolving Bank Facility (1}.... § - $ 50,000 ‘ $ 50000 $ 1,942 § 48,058
Unsecured Line of Credit....... 8,000 - 8,000 - 8,000
Inventory Financing (2)......... 40,000 40,000 14,766 25,234
Letters of Credit.................. - 10,000 ) - +10,000 847 9,153

Total $58000$ - §$50000 8 - S$- § - $ 108000 $ 17555 § . 90445
(1) Includes letter of credit sublimit. There was $1.9 million of letters of credlt issued at January 31, 2007.
{2) Included in accounts payable on the consclidated balance shest as of January 31, 2007.
v .

Since we extend credit in connection with a large portion of our retail, service maintenance and credit
insurance sales, we created a QSPE in 2002 to purchase customer receivables from us and to issue asset-
backed and variable funding notes to third parties to finance its purchase of these receivables. We transfer
receivables, consisting’ of retail installment contracts and revolving accounts extended to our customers, to
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the issuer in exchange for cash, subordinated securities and the right to receive the interest spread between
the assets held by the QSPE and the notes issued to third parties and our servicing fees. The subordinated
securities issued to us accrue interest based on prime rates and are subordinate to these third party notes.

Both the bank credit facility and the asset-backed securitization program are significant factors relative
to our ongoing liquidity and our ability to meet the cash needs associated with the growth of our business.
Our inability to use either of these programs because of a failure to comply with their covenants would
adversely affect our continued growth. Funding of current and future receivables under the asset-backed
securitization program can be adversely affected if we exceed certain predetermined levels of re-aging
receivables, write-offs, bankruptcies or other ineligible receivable amounts. If the funding under the asset-
backed securitization program were reduced or terminated, we would have to draw down our bank credit
facility more quickly than we have estimated.

A summary of the total receivables managed under the credit portfoiio, including quantitative
information about delinquencies, net credit losses and components of securitized assets, is presented in
Note 2 to our consolidated financiai statements.

Based on current operating plans, we believe that cash provided by operating activities, available
borrowings under our credit facility, access to the unfunded portion of the variable funding portion of our
asset- backed securitization program and our current cash and cash equivalents will be sufficient to fund our
operations, store expansion and updating activities and capital expenditure programs through at least
January 31, 2008. However, there are several factors that could decrease cash provided by operating
activities, including:

. feduced demand for our products;

« more stringent vendor terms on our inventory purchases;

» loss of ability to acquire inventory on consignment;

+ increases in product cost that we may not be able to pass on to our customers;
+ reductions in product pricing due to competitor promotional activities;

« changes in inventory requirements based on longer delivery times of the manufacturers or other
requirements which would negatively impact our delivery and distribution capabilities;

¢ increases in the retained portion of our receivables porffolio under our current QSPE’s asset-
backed securitization program as a result of changes in performance or types of recelvabtes
transferred (promotional versus non-promotional);

« inability to expand our capacity for financing our receivables portfolio under new or replacement
QSPE asset-backed securitization programs or a requirement that we retain a higher percentage of
the credit portfolio under such programs;

e increases in the program costs (interest and administrative fees relative to our receivables
portfolio) associated with the funding of our receivables;

¢ increases in personnel costs required for us to stay competitive in our markets; and
e our inability to obtain a relationship to provide the purchase of and financing of our capital
expenditures for our new stores.

If cash provided by operating activities during this period is less than we expect or if we need additional
financing for future growth, we may need to increase our revolving credit facility or undertake additional
equity or debt offerings. We may not be able to obtain such financing on favorable terms, if at all.

Off-Balance Sheet Financing Arrangements

Since we extend credit in connection with a large portion of our retail, service maintenance and credit
insurance sales, we have created a qualified special purpose entity, which we refer to as the QSPE or the
issuer, to purchase customer receivables from us and to issue asset-backed and variable funding notes to
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third parties to obtain cash for these purchases. We transfer receivables, consisting of retail instaliment
contracts and revolving accounts extended to our customers, to the issuer in exchange for cash and
subordinated, unsecured promissory notes. To finance its acquisition of these receivables, the issuer has
issued the notes and bonds described below to third parties. The unsecured promissory notes issued to us
are subordinate to these third party notes and bonds.

In August 2006, the issuer entered into an amendment of the Series A note to increase the total available
funding to $300 million from $250 million, divided into a $100 million 364-day tranche, and a $200 million
tranche that expires in August 2011. The Company's QSPE closed and consummated an offering, pursuant
to Rule 144A and Regulation S under the Securities Act of 1933, of $150 million of asset-backed fixed-rate
notes (Series 2006 A bonds), the net proceeds of which were used primarily to provide the QSPE with
additional capacity, fund a required $6.0 million cash reserve account and to reduce the amount outstanding
under the existing 2002 Series A variable funding note. The proceeds of the new issuance provide the issuer
additional capacity for the purchase of our receivables and to make the $10 million monthly principal
payments due on the 2002 Series B bonds, which began in Qctober 2006.

- At January 31, 2007, the issuer has issued three series of notes: the 2002 Series A variable funding
note with a total availability of $300.0 million purchased by Three Pillars Funding Carporation, three classes
of 2002 Series B notes in the aggregate amount outstanding of $160.0 million, of which $8.0 million was
required to be placed in a restricted cash account for the benefit of the bondholders, and three classes of
2006 Series A bonds with an aggregate amount outstanding of $150.0 million, of which $6.0 million was
required to be placed in a restricted cash account for the benefit of the bondholders. The commercial paper
underlying the 2002 Series A variable funding note is rated A1/P1 by Standard and Poors and Moody's,
respectively. These ratings represent the highest rating (highest quality) of each rating agency’s three short-
term investment grade ratings, except that Standard and Poors could add a “+" which would convert the
highest quality rating to an extremely strong rating. The 2002 Series B notes consist of: Class A notes in the
amount $96.0 million, rated Aaa by Moody's representing the highest rating (highest quality) of the four long
term investment grade ratings provided by this organization; Class B notes in the amount $46.2 million, rated
A2 by Moody's representing the middle of the third rating (upper medium quality) of the four long term
investment grade ratings provided by this organization; and Class C notes in the amount of $17.8 miltion,
rated Baa2/BBB by Moody's and Fitch, respectively. The 2006 Series A notes consist of; Class A notes in
the amount $90.0 million, rated Aaa by Moody’s representing the highest rating (highest quality) of the four
long term investment grade ratings provided by this organization; Class B notes in the amount $43.3 million,
rated A2 by Moody’s representing the middle of the third rating (upper medium quality) of the four long term
investment grade ratings provided by this organization; and Class C notes in the amount of $16.7 million,
rated Baa2 by Moody’s. These ratings represent the lowest of the four investment grades (medium quality)
provided by these organizations. The ratings disclosed are not recommendations to buy, sell or hold
securities. These ratings may be changed or withdrawn at any time without notice, and each of the ratings
should be evaluated independently of any other rating. We are not aware of a rating by any other rating
organization and are not aware of any changes in these ratings. Private institutional investors, primarily
insurance companies, purchased the 2002 Series B notes and 2006 Series A notes. The issuer used the
proceeds of these issuances to purchase eligible accounts receivable from us and to fund the required $8.0
million restricted cash account for credit enhancement of the 2002 Series B notes and the required $6.0
million restricted cash account for credit enhancement of the 2006 Series A notes.

In August 2006, certain of the existing transaction documents related to the activities of the QSPE were
amended. The following is a summary of the key amendments:

* increase our consolidated net worth requirement from $30 million to $150 million;

» . add certain return mail procedures to the internat accounting control procedures and processing
functions report delivered by independent accountants pursuant to the servicing agreement;

» change the definition of “Eligible Installment Contract Receivable” under the base indenture to allow
up to 27.5% of all receivables by cutstanding principal balance to consist of installment contract
receivables of the secondary portfolio (formerly 25% of such receivables were permitted, was 23.9%
at January 31, 2007);
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e change the definition of “Eligible Instaliment Contract Receivable” and “Eligible Revolving Charge
Receivable” under the base indenture to ailow up to 5.0% of the amount or number of instaliment
contract and revolving charge receivables, whichever occurs first, to have a maximum repayment
period and cash option period exceeding thirty-six months but no more than forty-eight months
(secondary portfolio maximum term remains thirty-six months);

» change certain definitions under the series supplements for the Series A notes and the’ Series B
bonds, including changes to the series supplements for the Series A notes that have the effect of
increasing the current level of funding available to the issuer; and

« provide for the issuer's issuance of additional asset-backed notes and obtain additional
commitments under the 2002 Series A notes upon the occurrence of certain events related to the
expiration of any commitment under the 2002 Series A notes or the amount of the commitment used
under the 2002 Series A notes.

We are entitled to a monthly servicing fee, so long as we act as servicer, in an amount equal to .25%
multiplied by the average aggregate principal amount of receivables plus the amount of average aggregate
defaulted receivables. The issuer records revenues equal to the interest charged to the customer on the
receivables less losses, the cost of funds, the program administration fees paid to either Three Pillars
Funding Corporation or the 2002 Series B note holders or Series 2006 A note holders, and the servicing fee.
SunTrust Capital Markets, Inc. serves as an administrative agent for Three Pillars Funding Corporatlon in
connection with the Series A variable funding note.

After the August, 2006 amendment, the 2002 Series A variable funding note .now permits the issuer to
borrow funds up to $300 million to purchase receivables from us, thereby functioning as a “"basket” to
accumulate receivables. As issuer borrowings under the 2002 Series A variable funding note approach
$300 million, the issuer is required to request an increase in the 2002 Series A amount or issue a new series
of bonds and use the proceeds to pay down the then outstanding balance of the 2002 Series A variable
funding note, so that the basket will once again become available to accumulate new receivables or meet
other obligations required under the transaction documents. As of January 31, 2007 borrowings under the
2002 Series A variable funding note were $128.0 million.

The Series A variable funding note bears interest at the commercial paper rate plus an applicable
margin, in most instances of 0.8%. The 2002 Series B notes have fixed rates of 4.469%, 5.769% and
8.180% for the Class A, B and C notes, respectively. The 2006 Series A notes have fixed rates of 5.507%,
5.854% and 6.814% for the Class A, B and C notes, respectively. In addition,” there is an annual
administrative fee and a non-use fee associated with the unused portion of the committed facility.

We are not directly liable to-the lenders under the asset-backed securitization facility. if the issuer is
unable to repay the 2002 Series A note, 2002 Series B bonds and Series 2006 A bonds due to its inability to
collect the transferred customer accounts, the issuer could not pay the subordinated notes it has issued to
us in partial payment for transferred customer accounts, the 2002 Series B and Series 2006 A bond holders
could claim the balance in its $14.0 million restricted cash account. We are also contingently liable under a
$20.0 million letter of credit that secures our performance of our obligations or services under the servicing
agreement as it relates to the transferred assets that are part of the asset-backed securitization facility.

The issuer is subject to certain affirmative and negative covenants contained in the transaction
documents governing the 2002 Series A variable funding note and the 2002 Series B and Series 2006 A
bonds, including covenants that restrict, subject to specified exceptions: the ‘incurrence of additional
indebtedness and other obligations and the granting of additional liens; mergers, acquisitions, investments
and disposition of assets; and the use of proceeds of the program. The issuer also makes covenants relating
to compliance with certain laws, payment of taxes, maintenance of its separate legal entity, preservation of
its existence, protection of collateral and financial reporting. In addition, the program requires the issuer to
maintain a minimum net worth. '
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A summary of the significant financial covenants that govern the 2002 Series.A variable funding note
compared to actual compliance status at January 31, 2007, is presented below:

Required
: . - - - Minimum/
. As reported Maximum
“Issuer interest must exceed required minimum : $49.8 million $52.0 million
Gross loss rate must be lower than required maximum 3.5% 10.0%
Net portfolio yield must exceed required mlnlmum 8.1% 2.0%
Payment rate must exceed required minimum ‘ 71% 3.0%

Note: All terms in the above table are defined by the asset backed credit facility and may or may not
agree directly to the ﬁnanmal statement captlons in this document. ‘

As indicated in the table above, the minimum issuer interest requirement was not satisfied as of
January 31, 2007. The minimum issuer interest requirement is ‘calculated based on information that is not
available unti! after the end of the month. Upon determining the new minimum issuer interest requirement,
the Issuer deposited the collateral necessary to satisfy the required minimurmn. This deficiency was cured
within the time'periods provided and does not limit the Issuer's ability to meet its obligations, including
funding the transfer of future receivables created by us. As a result, the occurrence of this deficiency did not
result in any unscheduled amortization requirements for the 2002 Series A, 2002 Series B or 2006 Series A
Notes.

Events of default under the 2002 Series A variable funding note and the 2002 Series B and Series
2006 A bonds, subject to grace periods and notice provisions in some circumstances, include, among
others: failure of the issuer to pay principal, interest or fees; violation by the issuer of any of its covenants or
agreements; inaccuracy of any representation or warranty made by the issuer; certain servicer defaults;
failure of the trustee to have a valid and perfected first priority security interest in the collateral; default under
or acceleration of certain other indebtedness; bankruptcy and insolvency events; failure to maintain certain
loss ratios and portfolio yield; change of control provisions and certain events pertaining to us. The issuer's
obligations under the program are secured by the receivables and proceeds.

1

Securitization Facllltles
We finance most of our customer rece.-vables through asset-backed
securitization facilities -

200'2 Series A Note

—— $300 mitlion
Credit Rating: P1/A2
Thras Pillars Funding LLC

Customer Receivables
———
2002 Series B Bonds
. Qualifying » > $160 million
Retail Special Purpose Private Institutionat
Sales Enti investors
Entity Entity, Class A: $96.0 mm (Aaa)
("QSPE") Class B: $46.2 mm (A2)
. Class C: $17.8 mm {Baa2)

2006 Series A Bonds
1. Cash Proceeds $150 million
2. Subordinated Securities ‘ Private Institutional
3. Right to Receive Cash Flows Investors

Class A: $90 mm (Aaa)
Class B: $43.3 mm (A2)
Class C: $16.7 mm (Baa2)}

Equal to Interest Rate Spread
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Certain Transactions

Since 1996, we have leased a retail store location of approximately 19,150 square feet in Houston,
Texas from Thomas J. Frank, Sr., our Chairman of the Board and Chief Executive Officer. The lease
provides for base monthly rental payments of $17,235 plus escrows for taxes, insurance and common area
maintenance expenses of increasing monthly amounts based on expenditures by the management company
operating the shopping center of which this store is a part through January 31, 2011. We also have an option
to renew the lease for two additional five-year terms. Mr. Frank received total payments under this lease of
$281,000 in fiscal 2005, 2006 and 2007, respectively. Based on market lease rates for comparable retail
space in the area, we believe that the terms of this lease are no less favorable to us than we could have
obtained in an arms’ length transaction at the date of the lease commencement.

We leased six store locations from Specialized Realty Development Services, LP (SRDS), a real estate
development company that was created prior to our becoming publicly held and was owned by various
members of management and individual investors of Stephens Group, Inc., a significant shareholder of the
company. Based on independent appraisals that were perfermed on each project that was completed, we
believe that the terms of the leases were at least comparable to those that could be obtained in an arms’
length transaction. As part of the ongoing operation of SRDS, we received management fees associated with
the administrative functions that were provided to SRDS of $100,000 and $6,500 for the years ended
January 31, 2005 and 2006, respectively. As of January 31, 2005, we no longer leased any properties from
SRDS since it divested itself of the leased properties. As part of the divestiture, SRDS reimbursed us
$75,000 for costs related to lease modifications.

We engage the services of Direct Marketing Solutions, Inc., or DMS, for a substantial portion of our
direct mail advertising. Direct Marketing Solutions, Inc. is partially owned {less than 50%) by SF Holding
Corp., members of the Stephens family, Jon E. M. Jacoby, and Douglas H. Martin. SF Holding Corp. and the
members of the Stephens family are significant shareholders of the Company, and Messrs. Jacoby and
Martin are members of our Board of Directors. The fees we paid to DMS during fiscal years ended 2005,
2006 and 2007 amounted to approximately $1.8 million, $4.3 million and $5.8 million, respectively. Thomas
J. Frank, the Chief Executive Officer and Chairman of the Board of Directors owned a small percentage
(0.7%) at the end of fiscal year 2005, but divested his interest during the first half of fiscal year 2006.

We engage the services of Stephens Inc. to act as our broker under our stock repurchase program.
Stephens Inc. is a shareholder of the Company, and Doug Martin, an Executive Vice President of Stephens
Inc., is a member of our Board of Directors. During the year ended January 31, 2007, we incurred fees
payable to Stephens Inc. of $5,040 related to the purchase of 168,000 shares of our common stock. Based
on a review of competitive bids received from various broker candidates, we believe the terms of this
arrangement are no less favorable than we could have obtained in an arms’ length transaction.
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Contractual Obligations

The following table presents a sumimary of our known contractual obligations as of January 31, 2007,
with respect to the specified categories, classified by payments due per period.

Payments due by period

Less More
Than1 1-3 3-5 Than 5
Total Year Years Years Years
{in thousands)
Longtermdebt ...........cooeerireeninanns $ 198 $ 110 §$ 88 % - 3 -
Operating leases:
Realestate ............ccoevverivienninnns 113,831 16,042 29,283 24,377 44129
Equipment ........cooviiiiiiii 5,116 1680 2,538 844 45
Purchase obligations (1) ................ 1,944 1,632 312

Total contractual cash obligations ... § 121,089 § 19,473 § 32221 § 25221 § 44,174

(1} Includes contracts for long-term communication services. Does not include outstanding purchase orders for merchandise,
services or supplies which are ordered in the normal course of operations and which generally are received and recorded within
30 days.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

Interest rates under our bank credit facility are variable and are determined, at our option, as the base
rate, which is the greater of prime rate or federal funds rate plus 0.50% plus the base rate margin, which
ranges from 0.00% to 0.50%, or LIBO/LIBOR plus the LIBO/LIBOR margin, which ranges from 0.75% to
1.75%. Accordingly, changes in the prime rate, the federal funds rate or LIBO/LIBOR, which are affected by
changes in interest rates generally, will affect the interest rate on, and therefore our costs under, our bank
credit facility. We are also exposed to interest rate risk associated with our interest-only strip and the
subordinated securities we receive from our sales of receivables to the QSPE. See Note 2 to the audited
financial statements for disclosures related to the sensitivity of the current fair value of the interest-only strip
and the subordinated securities to 10% and 20% adverse changes in the factors that affect these assets,
including interest rates.

We held interest rate swaps and collars with notional amounts totaling $20.0 million with terms
extending through April 2005. Those instruments were held for the purpose of hedging variable interest rate
risk, primarily related to cash flows from our interest-only strip as well as our variable rate debt. In fiscal
2004, hedge accounting was discontinued for the remaining $20.0 million. At the time the cash flow hedge
designation was discontinued, we began to recognize changes in the fair value of the swaps as interest
expense and to amortize the accumulated other comprehensive loss related to those derivatives as interest
expense over the period that the forecasted transactions effected the statement of operations. During fiscal
2005, we reclassified $1.1 million of losses previously recorded in accumulated other comprehensive losses
into the statement of operations and recorded $1.1 million of income into the statement of operations
because of the change in fair value of the swaps. During fiscal 2006, we reclassified $0.2 million of losses
previously recorded in accumulated other comprehensive losses into the statement of operations and
recorded $0.2 millicn of income into the statement of operations because of the change in fair value of the
swaps.
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Management’s Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate ‘internal control over financial
reporting as defined in Rule 13a-15(f) or Rule 15(d)-15(f} under the Exchange Act. Our internal control over
firancial reporting is designed to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles. .

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Therefore, even those systems determined to be effective can provide only reasonable
assurance with respect to financial statement preparation and presentation.

Our management (with the participation of our principal executive officer and our principal financial officer)
assessed the effectiveness of our internal control over financial reporting as of January 31, 2007. in making
this assessment, management used the criteria set forth by the Committee of Sponsoring Organizations of
the Treadway Commission {COSQ) in internal Control — Integrated Framework. Based on our assessment
and those criteria, management believes that, as of January 31, 2007, our internal control over financial
reporting is effective.

Management's assessment of the effectiveness of our internal control over financial reporting as of January
31, 2007 has been audited by Ernst & Young LLP, ‘an independent reglstered public accountlng firm, as
stated in their report which is included elsewhere herein. ‘ .o

Conn’s, Inc.

Beaumont, Texas g . -
March 28, 2007 : .

/s/ David L. Rogers

David L. Rogers , oo
Chief Financial Officer

fs{ Thomas J. Frank

Themas J. Frank
Chief Executive Officer
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders of Conn’s, Inc.

We have audited management’s assessment, included in the accompanying Management's Report on
internal Control Over Financial Reporting, that Conn’s, Inc. maintained effective internal control over financial
reporting as of January 31, 2007, based on criteria established in internal Control—Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission (the COSQ criteria).
Conn's, Inc.'s management is responsible for maintaining effective internal control over financial reporting
and for its assessment of the effectiveness of internal control over financial reporting. Qur responsibility is to
express an opinion on management's assessment and an opinion on the effectiveness of the company’s
internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board {United States). Those standards require that we plan and perform the audit to obtain reascnabie
assurance about whether effective internal control over financial reporting was maintained in all material
respects. Our audit included obtaining an understanding of internal control over financial reporting,
evaluating management's assessment, testing and evaluating the design and operating effectiveness of
internal control, and performing such other procedures as we considered necessary in the circumstances.
We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financtal reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principlas. A company’s internal control over
financial reporting includes those policies and procedures that (1) pertain to the maintenance of records that,
in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; (2) provide reasonable assurance that transactions are recorded as necessary to permit
preparation of financial statements in accordance with generally accepted accounting principles, and that
receipts and expenditures of the company are being made only in accordance with authorizations of
management and directors of the company; and {3) provide reasonable assurance regarding prevention or
timely detection of unauthorized acquisition, use, or disposition of the company’'s assets that could have a
material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

In our opinion, management's assessment that Conn’s, Inc. maintained effective interna! control over
financial reporting as of January 31, 2007, is fairly stated, in all material respects, based on the COSQO
criteria. Alse, in our opinion, Conn’'s, Inc. maintained, in all material respects, effective internal control over
financial reporting as of January 31, 2007, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
{United States), the consolidated balance sheets of Conn’s, Inc. as of January 31, 2007 and 2006, and the
related consolidated statements of operations, shareholders’ equity, and cash flows for each of the three
years in the period ended January 31, 2007 of Conn’s, Inc. and our report dated March 28, 2007 expressed
an unqualified opinion therecn.

Ernst & Young LLP

Houston, Texas
March 28, 2007
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Report of Independent Registered Public Accounting Firm
The Board of Directors and Shareholders of Conn's, Inc.

We have audited the accompanying consolidated balance sheets of Conn's, Inc. as of January 31, 2007 and
2006, and the related consolidated statements of operations, shareholders’ equity, and cash flows for each
of the three years in the period ended January 31, 2007. Our audits also included the financial statement
schedule listed in the Index at ltem 15(a). These financial statements and schedule are the responsibility of
the Company's management. Our responsibility is to express an opinion on these financial statements and
schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and.disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Conn’s, Inc. at January 31, 2007 and 2006, and the consolidated results of
its operations and its cash flows for each of the three years in the period ended January 31, 2007, in
conformity with U.S. generally accepted accounting principles. Also, in our opinion, the related financial
statement schedule, when considered in relation to the basic financial statements taken as a whole, presents
fairly in all material respects the information set forth therein.

As discussed in Note 1 to the consolidated fi nanmal statements on February 1, 2006 the Company changed
its method of accounting for share-based compensation.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
{(United States), the effectiveness of Conn'’s, Inc.’s internal control over financial reporting as of January 31,
2007, based on criteria established in Internal Control — Integrated Framework issued by the Committee of
Sponsoring Organlzatlons of the Treadway Commission and our report dated March 28, 2007, expressed an
unqualified opinion thereon.

Ernst & Young LLP

Houston, Texas
March 28, 2007
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v g~ rm~Conn's, Inc. e va. s
CONSOLIDATED BALANCE SHEETS
(in thousands, except share.data)- ., «,; ., . C Vo

“January 31,

S 2007

’ g . R - 4 A T )

Current Assets g B E '_'h:_;' A S .. - ' ‘-.. o

Cash and cash equivalents... - a8 45176, . $ . .56,570
Accounts receivable, net of altowanoe for doubtful aooountsof$914 and $821 respecuvely w3 v 26,904 -+ 31,448
INtErESt in SECUNTIZE ASSRIS. ... v ce e vt r v e st s vt e e e rr e ee b e s ee s vaaabe e s an s be ara e s e anrn e ae - 139,282 -, 136,848

Deferredmcometaxes B PO S e, v 551

Lt 4004 35,247

Prepaid expenses and other assets,: !
Total current assets.. LA
Non-current deferred income tax asset
Propettyand equlpment Dooa ! ;
Land OSSP SO URPTE SO SRS /S G SR SU SN]SR - 1 ;7 RN 9,102
Equ:pmentandﬂxtures 9,612 13,650
Transportation equlpment R T :
Leasehold improvements. :.........

et 0 289,363, . 37,762
S RIS £ X 0 SR AR . 1,561 L -+2,.920

RN . O . T o

ERET A

7084 . 13,896

Lret3zea e 3000
85,507' ++ " 86,761

Subtotal et
Less aoc:urnulated deprecaatuon .

CroeTe2s8 Y 106431
"T(37332) ¢ (46,991)

Totai property and eqmpment, nat..
Other assets, MBL.......... ... e s e

HaYgpgr 19 9,617

260 208

54826 "'"" 59,440 -

'Liapilities.r qgldj_S]tockholders' Equity ,
- ' : HA . ' . 1
Current Llabllltles o .

L 2 BV R kU = b
Currentpomonoflong-tenndebt *....,- $ L1, 8 . 110

Accounts payable... T e e e e e
Accruedoompensatuonandrelatedexpenses ) 18847 - 9234
ACCIUST BXPDENSES. . .eevtverie e ies e ane s iessrnirs er sans st s e saeebe e rrs e st s e s an et s e b e s aba ar e s 20 s ans bt 4 sranas adneresas 17380 20424
InCome taxes Payable...............ive s pei ey i st e 8,794 3,693
Deferred income taxes.. 1,343 -

Yoo e .
w9 355.617', $ ~ 389,947

-

] +

)
AR

t
-
v

el

i

Deferred revenuesandallowanoes 8498 .. .. 9516 .

Total current Ilabllmes 99,280 97,022
Long-term debt... - ’ 88
Non-currentdeferredlaxhablhty - -
Deferred gain on saleofproperty 476 309
Stockholders’ equity
Preferred stock ($0.01 par value, 1,000,000 shares authorized; none issued or outstanding) ................ - -
Common stock (30.01 par value, 40,000,000 shares authorized, 23,571,564 and 23,809,522

shares issued and outstanding at January 31, 2006 and 2007, respectively)...........c.cco i 236 238
Accumulated other comprehensive income.... 10,492 6,305
Additional paid in capital... 86,027 93,365
Retained eamings... 156,106 196,417
Treasurystockatoosl(1680005haresatJanuary31 2007) - {(3,797)

Total stockholders’ equity... 255,861 292,528

Total liabilities and stockholders' equity................................

.5 355617 $ 389,947

See notes to consclidated financial statements.
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Conn’s,"Inc.
. CONSOLIDATED STATEMENTS OF. OPERATIONS v.™:
(in thousands! except earnings per share)
Years Ended January 31,
2005 2006 2007

. Revenues .- = o " - s _Hf;‘ ,
=i Produdtsalds. ..o s, s T l’-"i.‘f.';-‘.‘.::...-...-.—....If:«.—.. Te451580 9560877 $623.950
Service malnlenance agreement commissions (net) ettt 23,950 30,583 30,567
Semoerevenu&s 18,725 20,278 22,4'11
TOUI NEE SBIES. ... oovo s eeeeeerees oo eeeneeesess s ceeee e reeerscercesramnensness 404,235 620,738 676,937
Finance charges and other. ... e e e e 71,586 80,410 - 83,720
Total revenues...............c...coooiii e 565,821 © 701,148 760,657
Cost and expenses
- Cost of goods sold, including warehousing and occupancy costs..............coceceeeeeeeee.. 355,159 448,064 495,350
Cost of service parts sold, including warehousing and occupancy cost..........ccceeeveee. 4,551 5310 6,785
Selling,generalandadministrativeexpense...’.. e 153,526 182,728 195.908'
Provision for bad debts........ccooivicri e 2,589 1,133 1,476
Total cost and @XPeNSeS. ..o e D15,825 637,235 699,519
Operating iNCOME. ... oorv e 49,906 63,9137 61,138
- Interest {income) expense. .. 2,359 400 (676}
_*. - Ofher (income) expense. .. - . 1% 69 {772)
. 'lncomebeforeminontylntemtand mcometaxes - e g e ne 47 511 63,444 62,586
MlnontymterestlnIlmnedpannersmp..................................................................... 118 - -
Income before Income taxes............covnnnc i e 47,393 63,444 62,586
Provision for income taxes Uf , L o
Total provnslonforlncomataxeﬁ 16,706 22 341 22,275
o Eamings per share .
D|Iuted $1.30 $1.71 $1.66
Avemge common sham ouistandmg .
Y DIIBA. .ottt ettt et e E T e e er s et = - 23,648 24,088 24,289

ot o ! . N o L

See notes to consolidated financial statements.
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Conn’s, Inc.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

.(in thousands)

Acecum.
Other
Compre- :
Preferred Stock Common Stock hensive Paidin  Retained _ Treasury Stock
Shares Amount Shares Amount Income Capital _Earnings Shares _Amount Total

Balance January 31, 2004..................... - % - 23102 % 231 § 4600 §$ 82764 § 84316 - - $171,911
Exercise of Oplions........covvervvevvnivviennnnne -

including tax benefit........ccovvoeeeivee 162 2 1,465 1,467
Issuance of common stock under

Employee Stock Purchase Plan........... g 109 109
Forfeiture of restricted shares . 3] -
Stock-based compensation.................... 752 752
Comprehensive Income:
Net iNCOMEe.......covivieriiere e verecaienns 30,687 ) 30,687
Reclassification adjustiments ,

on derivativa instruments

(netoftax of $399)......cccviivcinn i 732 732
Adjusiment of fair value of

securitized assets (net of

tax of $1,674), net of reclass-

ification adjustments of

$10,943 (net of tax of $5,919) ..co...cce.... 3,078 3,076
Total comprehensive income.... . . 34,495
Balance January 31, 2005...................... - - 23,268 233 8,408 85,090 115,003 - - 208,734
Exercise of options, .

including tax benefit.........c.ccoovcverennnans 203 3 2,579 2,582
Issuance of common stock under

Employee Stock Purchase Plan........... 11 192 192
Stock-based compensation.............co.c.. 1,166 1,166
Comprehensive Income:
NetinCome.. ... 41,103 . 41,103
Reclassification adjustments

on derivative instrurnents

{net of tax of $ 86)......cucrevcervreecrnreen, 160 160
Adjustment of fair value of

securitized assets (net of

tax of $1038), net of reclass-

Ification adjustments of .

$12,626 {net of tax of $6,828) .............. 1,924 1,924
Total comprehensive iNCOMEe........coccvunne 43,187
Balance January 31, 2006..........ccocovee - - 23,572 236 10,482 89,027 156,108 - - 255,861
Exercise of options, ' .

including tax benefit....... ..o 226 2 2,370 2,372
Issuance of common stock under

Employee Stock Purchase Plan........... 12 245 245
Stock-based compensation...................... 1,723 1,723
Purchase of treasury stocK...........ccevens (168)  (3,797) (3,797)
Comprehensive Income:
Net iNCOME......coccicmiiiimirnnimssiosien e 40,311 40,311
Adjustment of fair value of

securitized assets (net of

tax of $2,154), net of reclass-

ification adjustments of

$12,732 (net of tax of $7,100) .............. (4,187) (4,187)
Total comprehensive income..... . 36,124

Balance January 31, 2007...................... - ; - 23810 § 238 $ 6305 $ 93365 _$196417 _ (168) _§$(3797) $292528

See notes to consolidated financial statements.
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Conn'’s, Inc.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Years Ended January 31,
2005 2006 2007

Cash flows from operating activities
= T Tt 0= TSP O TSP PROUROPROTONN $ 30687 % 41,103 & 40,311
Adjustments to reconcile net income to net cash provided by operating activities:

DERreCIAtION. .o e e 8,777 11,271 12,520
Amortization.................. 18 (318) (461)
Provision for bad debis.........cocviicc e 2,589 1,133 1,476
Stock-based COMPENSAtION.......vvui e e et 752 1,166 1,723
Excess tax benefits from stock-based compensation..............occoevvevnnn ' (69) {134) (210)
Accretion from interests in securitized assets............cccovvi e {16,862) (19,454) {19,832)
Provision for deferred INCOME taXES............oovviie s ireeeee e e 559 {707) (1,080)
Loss {gain) from sale of property and equipment............cciinninnon 126 69 (772)
Discounts on promotional credit, net 1,571 691 1,913
Losses {gains) from derivativesS.........o. oo {15} 69 -
Change in operating assets and liabilities:
ACCOUNES TECEIVABIE. ....oooi e et (26,098) 1,701 4,631
INVEMEONY ...ocviierciri s e s s rnra s s s aes ses e n e rae b mesaaas (8,604) (11,641) (13,111)
Prepaid expenses and other assets.. ... {515) (452) ' (1,243)
ACCOUNTS PAYADIE.......ei e e 696 13,812 13,125
Accrued exXpenses..........cveiineennns . 7,697 15,751 {6,569)
Income taxes payable.............ciieiiiiin {2,430) 8,794 (5,120)
Deferred revenues and allowances.......... 1,222 1,330 1,363
Net cash provided by aperating activities................i 111 64,184 28,664
Cash flows from investing activities ‘
Purchase of property and equipment............ocoi i (19,619) {(18,490) (18,425)
Proceeds from sales of property.......o.oco e 1,131 34 2,278
Net cash used in investing activities................cni o, (18,488) (18,456} (16,147}
Cash flows from financing activities
Net proceeds from stock issued under employee benefit plans,
including tax benefit ... 1,603 2,813 2,617
Excess tax benefits from stock-based compensation....................oe L 59 134 210
Purchase of treasuny SEOCK. ... oo - - - (3,797)
Borrowings under lines of credit...........cocoooeii i 183,830 77.150 25,200
Payments on lines of credit.........ccooioni e (173,430) (87,650) (25,200)
Increase in debl iSSUANCE COSIS. ...t s s s e s (118) {130) -
Borrowings on premissory notes.... - 136 -
Payment of promissory notes............cneinns PPN (60) (32) {153)
Net cash provided by (used in} financing activities.... 11,984 {7,579} | {1,123)
Impact on cash of consolidation of SRDS.............ccoonivinic e 478 - -
Net change in cash.............cc.oci i {5.915) 38,148 11,394
Cash and cash equivalents ’
Beginning of the Year.......coo e e 12,942 7,027 45,176
ENG Of the YRAI...o.crseivsvvvemvosiomvrns s s $ 7.027  _§ 45176 _§ 56,570
Supplemental disclosure of cash flow information :
Cash interest Paid........ocoeocvvrvrirmiresees oo eees ettt $ 22387 § 635 % 366
Cash income taxes paid, net of refunds...........coiie 19,372 13,179 28,262
Cash interest received from interests in securitized assets..........c.ccocveivivvivenns 9,389 14,633 19,055
Cash proceeds from new securitizalions...........cccov e * 256,139 285,529 338,222
Cash flows from semnvicing fEBS....... e 15,529 18,572 20,997
Supplementa! disclosure of non-cash activity
Customer receivables exchanged for interests in securitized assets............... 58,342 58,835 63,067
Amounts reinvested in interests in securitized assets..........occccoiiinicnnnens (81,652) (76,133) (61,880)
Purchases of property and equipment with debt financing......................0 - - 215

See notes to consolidated financial statements.
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CONN’S, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
January 31, 2007

1. Summary of Significant Accounting Policies

Principles of Consolidation. The consolidated financial statements include the accounts of Conn’s,
Inc. and its subsidiaries, limited liability companies and limited partnerships, all of which are wholly-owned
(the “Company”). All material intercompany transactions and balances have been eliminated in
consolidation.

The Company enters into securitization transactions to sell its retail installment and revolving customer
receivables. These securitization transactions are accounted for as sales in accordance with Statement of
Financial Accounting Standards (SFAS) No. 140, Accounting for Transfers and Servicing of Financial Assels
and Extinguishment of Liabilities because the Company has relinquished control of the receivables.
Additionally, the Company has transferred such receivahles to a qualifying special purpose entity {QSPE).
Accordingly, neither the transferred receivables nor the accounts of the QSPE are included in the
consclidated financial statements of the Company. The Company’s retained interest in the transferred
receivables is valued on a revolving pool basis. See Note 2 for further discussion.

Business Activities, The Company, through its retail stores, provides products and services to its
customer base in six primary market areas, including southern Louisiana, southeast Texas, Houston, South
Texas, San Antonio/Austin, and Dallas, Texas. Products and services offered through retail sales outlets
include major home appliances, consumer electronics, home office equipment, lawn and garden products,
mattresses, furniture, service maintenance agreements, installment and revolving credit account services,
and varicus credit insurance products. These activilies are supported through an extensive service,
warehouse and distribution system. For the reasons discussed below, the aggregation of operating
companies represent one reportable segment under SFAS No. 131, Disclosures About Segments of an
Enterprise and Related Information. Accordingly, the accompanying consolidated financial statements reflect
the operating results of the Company's single reportable segment. The Company's retail stores bear the
“Conn’s” name, and deliver the same products and services to a common customer group. The Company's
customers generally are individuals rather than commercial accounts. All of the retail stores follow the same
procedures and methods in managing their operations. The Company's management evaluates performance
and allocates resources based on the operating results of the retail stores and considers the credit
programs, service contracts and distribution system to be an integral part of the Company's retail operations.

Use of Estimates. The preparation of financial statements in conformity with generally accepted
accountin‘g principles requires management to make estimates and assumptions that affect the amounts
reported ‘in the financial statements and accompanying notes. Actual results could differ from those
estimates.

'Vendor Programs. The Company receives funds from vendors for price protection, product and
volume rebates, marketing, training and promotional programs which are recorded as the amounts are
earned, as a-reduction of the refated product cost or advertising expense, according to the nature of the
program. The Company accrues rebates based on the satisfaction of terms of the program even though
funds may not be received until the end of a quarter or year. If the programs are related to product
purchases, which would include price protection, and sales and volume rebates, the allowances, credits, or
payments are recorded -as a reduction of product cost and are reflected in cost of goods sold when the
related product is sold. If the programs relate to marketing, training and promotions that are not for
reimbursement of specific incremental costs, the allowances, credits or payments are reflected as a
reduction of cost of goods sold. if the programs are related to promotion or marketing of the product, the
allowances, credits, or payments for reimbursement of specific, incremental, identifiable, advertising-related
costs incurred in selling the vendors’ products are recorded as a reduction of advertising expense and are
reflected in selling, general and administrative expenses in the period in which the expense is incurred.
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Earnings Per Share: ‘ In .accordance with SFAS No. 128, Earnings per Share, the Company
calculates basic earnings per share by dividing net income by the weighted average number of common
shares outstanding. Diluted earnings per share include the dilutive effects of any stock options granted,
which is calculated using the treasury-stock method. The following table sets forth the shares outstanding for
the earnings per share calculations (shares in thousands):

! Year Ended January 31,
2005 2006 2007

Common stock outstandifig, beginning of period ..., 23,102 23,268 23,571
Weighted average common-stock issued in stock '

OPHON BXEICISES .vicvevieririirerierrer e e 89 142 111
Weighted average common stock issuéd to employee :

stock purchase plan ... ...l i 3 2 5
Weighted average number of restricted shares forfeited ........... (2) -
Less: Weighted average treasury shares purchased ................. - - (24)
Shares used in computing basic earmngs pershare ................ 23,192 23,412 23,663

. Dilutive effect of stock options, net of assumed repurchase
Of treasury STOCK .......cvieeiiiere ettt 454 676 626

Shares used in computing diluted.earnings per share .............. 23,646 24 088 24,289

During the periods presented, ‘options with an exercise price in excess of the average market price of
the Company's common stock are excluded from the calculation of the dilutive effect of stock optlons for
diluted earnings per share calculations. The weighted average number of options not included in the
calculation of the dilutive effect of stock.options was 0.1 million, 0.1 million, and 0.2 million for each of the
years ended January 31, 2005, 2006 and 2007 respectrvely

Cash and Cash Equiva.'erits. The Company considers all highly liquid debt instruments purchased
with a maturity of three months or less to be cash equivalents.

Inventories. Inventories consist of finished goods or parts and are valued at the lower of cost
(moving weighted average method) or market

Property and Equipment. Propernty and equipment are recorded at cost. Costs associated with
major additions and betterments’ that increase the value or extend the lives of assets are capitalized and
depreciated. Normal repairs and maintenance that do not materially improve or extend the lives of the
respective assets are charged to operating expenses as incurred. Depreciation, which includes amortization
of capitalized leases, is computed on the straight-line method over the estimated useful lives of the assets,
or in the case of leasehold improvemients, over-the shorter of the estimated useful lives or the remaining
terms of the respectrve Ieases The estrmated lives used to compute depreciation expense are summarized
as follows: T te . !

BUIIHINGS ..o vereeeeee R R et 30 years

EQUIPMENt AN fIXIUMES ....ores oo 3 ~5years
Transportation eqUIPMENt ........... ... e I . 3years
Leasehold improvements............... SO PO OO PO = 10 years

Property and ‘equipment are evaluated far impairment at the retail store level. The Company performs a
periodic assessment of assets for impairment in the absence of such information or indicators. Additionally,
an impairment evaluation is performed whenever events or changes in circumstances indicate that the
carrying amount of the assets might not be recoverable. The most likely condition that would necessitate an
assessment would be an adverse change in .historical and estimated future results of a retail store’s
performance. For property and equrpment to be held and used, the Company recognizes an impairment loss
if its carrying amount is not recoverable through its undiscounted cash flows and measures the impairment
loss based on the difference between the carrying amount and fair value.
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All gains and losses on sale of assets are inciuded in Other (income) expense in the consolidated
statements of operations.
Years Ended January 31,
{in thousands of dollars) 2005 2006 2007
Gain (loss) on sale of assets........................ {126) {(69) 772

During the year ended January 31, 2007, the Company completed a nonmonetary transaction in an
exchange of real estate assets. As required under Accounting Principles Board No. 29, Accounting for
Nonmonetary Transactions, a gain of $0.7 million was recorded in Other {income) expense.

Receivable Sales and Interests in Securitized Receivables. The Company enters into
securitization transactions to sell customer retail installment and revolving receivable accounts. In these
transactions, the Company retains interest-only strips and suboerdinated securities, all of which are retained
interests in the securitized receivables. Gain or loss on the sales of the receivables depends in part on the
previous carrying amount of the financial assets involved in the transfer, allocated between the assets sold
and the retained interests, based on their relative fair value at the date of transfer. Retained interests are
carried at fair value on the Company's balance sheet as available-for-sale securities in accordance with
SFAS No. 115, Accounting for Certain Investments in Debt and Equity Securities. Impairment and interest
income are recognized in accordance with Emerging Issues Task Force (EITF) No. 99-20, Recognition of
Interest Income and Impairment on Purchased and Retained Beneficial Interests in Securitized Financial
Assets. Servicing fees are recognized monthly as they are earned. Gains on sales of receivables,
impairment on retained interests, interest income from retained interests and servicing fees are included in
Finance charges and other in the consolidated statement of operations.

The Company estimates fair value of its retained interest in both the initial securitization and thereafter
based on the present value of future expected cash flows using management’s best estimates of the key
assumptions—credit losses, prepayment rates, forward yield curves, and discount rates commensurate with
the risks involved. The Company’s retained interest in the transferred receivables are valued on a revolving
pool basis.

Receivables Not Sold. Certain’ receivables are not eligible for inclusion in the securitization
transactions and are therefore carried on the Company's balance sheet in Accounts receivable. Such
receivables are recorded net of an allowance for doubtful accounts, which is calculated based on historical
losses. Typically, a receivable is considered delinquent if a payment has not been received on the scheduted
due date. Generally, an account that is delinquent more than 120 days and for which no payment has been
received in the past seven months will be charged-off against the allowance and interest accrued
subsequent to the last payment will be reversed. Interest income is accrued using the Rule of 78's method
for installment contracts and the simple interest method for revolving charge accounts. Typically, interest
income is accrued until the contract or accounts is paid off or charged-off. The Company has a secured
interest in the merchandise financed by these receivables and therefore has the opportunity to recover a
portion of the charged-off value. (See also Note 2.)

Goodwill. Goodwill represents the excess of purchase price over the fair market value of net assets
acquired. The Company assesses the potential future impairment of goodwill on an annual basis, or at any
other time when impairment indicators exist. in fiscal 2005, 2006 and 2007, the Company concluded that
goodwill was net impaired based on its annual impairment testing. -

Income Taxes. The Company follows the fiability' method of accounting for income taxes. Under this
method, deferred tax assets and liabilities are determined based on differences between financial reporting
and tax bases of assets and liabilities and are measured using the tax rates and taws that are expected be in
effect when the differences are expected to reverse.

Revenue Recognition. Revenues from the sale of retail products are recognized at the time the
product is delivered to the customer. Such revenues are recognized net of any adjustments for sales
incentive offers such as discounts, coupons, rebates or other free products or services. The Company sells
service maintenance agreements and credit insurance contracts on behalf of unrelated third parties. For
contracts where third parties are the obligor on the contract, commissions are recognized in revenues at the
time of sale, and in the case of retrospective commissiaons, at the time that they are earned. The Company
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records a receivable for earned but unremitted retrospective commissions and reserves for future
cancellations of service maintenance agreements and credit insurance contracts estimated based on
historical experience. Where the Company sells service maintenance agreements in which it is deemed to
be the obligor on the contract at the time of sale, revenue is recognized ratably, on a straight-line basis, over
the term of the service maintenance agreement. These Company-obligor service maintenance agreements
are renewal contracts which provide our customers protection against product repair costs arising after the
expiration of the manufacturer's warranty and the third-party obligor contracts. These agreements typically
have terms ranging from 12 months to 36 months. These agreements are separate units of accounting under
EITF No. 00-21, Revenue Arrangements with Multiple Deliverables and are valued based on the agreed
upon retail selling price. The amounts of service maintenance agreement revenue deferred at January 31,
2006 and 2007 were $3.6 million and $3.6 million, respectively, and are included in Deferred revenue and
allowances in the accompanying balance sheets. Under the renewal contracts, the Company defers and
amortizes its direct selling expenses over the contract term and records the cost of the service work
performed as products are repaired.

The classification of the amounts included as Finance charges and other is summarized as follows (in
thousands):

Years Ended January 31,
2005 2006 2007
Securitization income:
Servicing fees received.. - eeeerme. $15529  $18,572 - $20,997
Accretion of gains on sale of recewables e, 24719 26,724 23,874
Impairment recorded on retained interests (1) S - (895) (1,495)
Interest eamed on retained interests......................... 9,389 14,633 19,055
Total securitization income. . e, 489,637 59,034 62,431
Interest Income from recelvables not sold T 1,224 1,181 1,274
[NSUrance ComMMISSIONS. ..o.vvevee e ee e e rie e e 16,101 16,672 18,394
Other... 4,624 3,523 1,621
Fmance charges and other e 971,586 380,410  $83,720
Gains on sales of receivables (2)............c.ccoecevivnee.__$29,468  $29,687 $11,997

(1) The impairment charge in the year ended January 31, 2006, was due to higher expected credit
losses as a result of changes in the bankruptcy-filing laws and the disruption to our credit
operations as a result of Hurricane Rita, which hit the Gulf Coast in September 2005. The
impairment charge in the year ended January 31, 2007, was due to higher expected credit
losses as a result of the continued impact of the disruption to our credit operations as a result of
Hurricane Rita.

{(2) Gains on sales of receivables are recognized as securitization income as accretion over the
lives of the related receivables. The Gains on sales of receivables for the year ended January
31, 2007, were impacted by the discount recorded on the Company's investment in the QSPE,
as a result of the completion of the new bond issuance by the QSPE, which resulted in a longer
term to maturity.

Securitization income includes accretion of gains on sales of receivables, impairment of retained
interests, interest income from retained interests and servicing fees. See "Receivable Sales and Interest in
Securitized Receivables” for revenue recognition policies related to these components.

The Company offers interest free promotional programs for three- to 24-month contracts and has
recorded interest income only on those contracts that are not expected to make payments within the time
period specified to satisfy the promotional requirements. The Company also offers 24- and 36-month no-
interest contracts on which no interest is owed for the term of the contract, unless the terms of the contract
related to periodic payments are not met, in which case interest accrues at the normal contract rate from that
point forward. Other than these promotional programs, the Company does not extend credit at interest rates
other than market rates.
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The following table sets forth the sales made under the interest free programs (in thousands):

Years Ended January 31,
2005 2006 2007

. Sales under interest-free programs ....... $126 575 - . $159, 767 $164,528

These sales are recogmzed at the time the product is delivered {o the customer which is consistent
with the above stated policy. Considering the short-term nature of interest free programs for terms less than
one vyear, sales are recorded at full value and are not discounted. Sales financed by fonger-term (18-, 24-
and 36-month} interest free programs are recorded at their net present.value (see “Application of APB 21 to
Cash Option Programs that Exceed One Year in Duration” below). Receivables arising out of the Company s
interest-free programs are securitized with other gualifying customer receivables. .

The Company classifies amounts billed to customers refating to shipping and handling as revenues.
Costs of $16.7 million, $21.0 million and $21.4 million associated with shipping and handling revenues are
inciuded in Selling, general and administrative expense for the years ended January 31, 2005, 2006.and
2007, respectively. :

Fair Value of Financial Instruments. The fair value of cash and cash equivalents, receivables,
and notes and accounts payable approximate their carrying amounts because of the short maturity of these
instruments. The fair value of the Company’s interests in securitized receivables is determined by estimating
the present value of future expected cash flows using management’s best estimates of the key assumptions,
including credit losses, prepayment rates, forward yield curves and discount rates commensurate with the
risks involved. See Note 2. The carrying value of the Company’s long-term debt approximates fair value due
to either the time to maturity or the existence of variable interest rates that approximate current market rate.

The Company held interest rate swaps and collars with notional amounts totaling $20 million with
terms that extended through April 2005. Those instruments were held for the purpose of hedging a portion of
the variable interest rate risk, primarily refated to cash flows from the Company’s interest-only strip as well as
its variable rate debt. Hedge accounting was discontinued for the rate swaps in fiscal 2004. At the time the
cash flow hedge designation was discontinued, the Company began to recognize changes in the fair value of
the swaps as interest expense and amortize the accumulated other comprehensive loss related to those
derivatives as interest expense over the period that the forecasted transactions effected the statement of
operations. During fiscal 2005, the Company reclassified $1.1 million of losses previously recorded in
accumulated other comprehensive losses into the statement of operations and recorded $1.1 million of
income into the statement of operationsbecause of the change in fair value of the swaps. During fiscal 2006,
the Company.reclassified $0.2 million of losses previously recorded in accumulated other comprehensive
losses into the statement of operations and recorded .$0.2 million of income into the statement of operations
because of the change in fair value of the swaps. . . :

Share-Based Compensation. On February 1, 2006, the Company adopted 'SFAS No. 123R,
Share-Based Payment, using the modified retrospective appllcatlon transition method. Under the modified
retrospective application transition method, all prior period financial statements have been adjusted to give
effect to the fair-value-based method of accounting for share-based compensatlon The adoption of the
statement impacted the financial statements presented as follows:

e For the years ended January 31, 2005, 2006 and 2007, Income before income taxes was reduced
’ 'by $0.8 million, $1.2 million and $1 .7 million, respectively.
» For the years ended January 31, 2005, 2006 and 200? Net income was reduced by $0.6 million,
$1.0 million and $1.4 million, respectively.
o For the years ended January 31, 2005, 2006, ‘and 2007, Basnc earnings per share was reduced by
' $.03, $.04, and $.08, respectively. -
« ' For the years ended January 31, 2005, 2006, and 2007, Dlluted earnlngs per share was reduced by
- $.03, $.04, and $.06, respectively.
¢ For the years ended January 31, 2005, 2006 and 2007, Cash flows from operatlng activities were
reduced by, and Cash flows from flnancmg activities were increased by} $0.1, $0.1 and $0.2 miliion,
respectively.
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o As of January 31, 20086, the Current deferred income tax asset increased $0.3 million, Additional
paid-in capital increased $2.0 million and Retained earnings decreased $1.7 million.

For stock option grants after our IPO in November 2003, the Company has used the Black-Scholes
model to determine fair value. Share-based compensation expense is recorded, net of estimated forfeitures,
on a straight-line basis over the vesting period of the applicable grant. Prior to the IPO, the value of the
options issued was estimated using the minimum valuation option-pricing model. Since the minimum
valuation option-pricing model does not qualify as a fair value pricing model under FAS 123R, the Company
follows the intrinsic value method of accounting for share-based compensation to employees for these
grants, as prescribed by Accounting Principles Board {APB) Opinion No. 25, Accounting for Stock Issued to
Employees, and related interpretations. The following table presents the impact to earnings per share as if
the Company had adopted the fair value recognition provisions of SFAS No. 123 (dollars in thousands
except per share data):

Years Ended January 31,

2005 2006 2007

Net income avaitable for common stockholders as reported...... $ 30687 5 41,103 $ 40,311
Add: Stock-based compensation recorded, net of tax 609 963 1,408
Less: Stock-based ¢ompensation, net of tax,

for all awards ......coociiiiciii e (1,017) {1,313) {1,546)
Pro forma net inCOMe ... $ 30,279 $ 40,753 3 40173
Earnings per share-as reported:

BaSIC ..o cueieiet et re b e b et e r e e e s $ 132 § 176 $ 170

[ 1= L OO UETPUTUP PPN $ 130 § 1.71 $ 166
Pro forma earnings per share: ’

BASIC ..oee ettt ieb it e e bbb e ane s $ 1.3 $ 174 $ 170

DIIUIE ...ttt ettt a s e e b sna e $ 128 § 169 $ 165
Percent change: '

NELINCOME ..o oottt e s ear s e eneees {1.3)% {0.9)% (0.3)%
Assumptions used in pricing model: _ _

Weighted average risk free interestrates............................. 1.8 % 39% 44 %

Weighted average expected lives in years..........cceeeveereveennnenns 4.4 4.6 6.4

Weighted average volatility...............ccccoeeiiiinn i e vrea e 30.0 % 320% 50.0 %

Expected dividends.. ... .o - - -

As provided by Staff Accounting Bulletin No. 107, which provides guidance relating to share-based
compensation accounting, the Company has used a shortcut method to compute the weighted average
expected life for the stock options granted in the year ended January 31, 2007. The shortcut method is an
average based on the vesting period and the contractual term. The weighted average volatility for the year
ended January 31, 2007, was calculated using the average historical volatility of the Company’s peer group.
As of January 31, 2007, the total compensation cost related to non-vested awards not yet recognized totaled
$8.5 million and is expected to be recognized over a weighted average period of 3.8 years.

, Self-insurance. The Corhpany is self-insured for certain losses relating to group health, workers'
compensation, automobile, general and product liability claims. The Company has stop loss coverage to limit
the exposure arising from these claims. Self-insurance losses for claims filed and claims incurred, but not
reported, are accrued based upon the Company’s estimates of the aggregate liability for claims incurred
using development factors based on historical experience. -
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Expense Classifications. The Company records Cost of goods sold as the direct cost of products
sold, any related in-bound freight costs, and receiving costs, inspection costs, internal transfer .costs, and
other costs associated with the operations of its distribution system. Also included in Cost of goods sold is an
allocation of advertising expense computed at approximately 6% of the product direct cost. The offset for this
aliocation is in Selling, general and administrative expense and is netted with advertising costs along with
vendor rebates (see Vendor Programs above). Advertising costs are expensed as incurred. Advertising
expense included in Selling, general and administrative expense for the years ended January 31, 2005, 2006
and 2007, was:

"

Years Ended January 31,

2005 . 2006 2007
(in thousands)

Gross advertising eXpense ..........c.coiveiiivii i $ 27,752 % 31,017 § 33,680
Less:
Vendorrebates ...........ooviniiiiic (4,752) (5,793) (7,188)
Allocation to Costof goods sold ........coovvviiiiici e, (19,823) (25,531) {29,071)
Net advertising expense in ) '

Selling, general and adminstrative expense ...................... $ 31477 0§ (307} § (2,579)

In addition, the Company records as Cost of service parts sold the direct cost of parts used in its
service operation and the related inbound freight costs, purchasing and receiving costs, inspection costs,
internal transfer costs, and other costs associated with the parts distribution operation.

The costs associated with the Company's merchandising function, including product purchasing,
advertising, sales commissions, and all store occupancy costs are included in Selling, general and
administrative expense.

Application of APB 21 to Cash Option Programs that Exceed One Year in Duration. In February
2004, the Company began offering promaotional credit payment plans on certain products that extend beyond
one year. In accordance with APB 21, Inferest on Receivables and Payables, such sales are discounted to
their fair value resulting in a reduction in sales and receivables, and the amortization of the discount amount
over the term of the promotional credit payment plan. The differencé between the gross sale and the
discounted amount is reflected as a reduction of Product sales in the consolidated statements of operations
and the amount of the discount being amortized in the current period is recorded 'in Finance charges and
other. For the years ended January 31, 2005, 2006 and 2007, Product sales were reduced by $2.4 million,
$3.1 million, and $5.3 million, respectively, and Finance charges and other was increased by $0.9 million,
$2.4 million, and $3.4 million, respectively, to effect the adjustment to fair value and to reflect the appropnate
amortization of the discount. : : .

Reclassifications. Certain reclassifications have been made'in the prior years’ financial statements
to conform to the current year's presentation. Specifically, Other (income)} expense, which consists of (gain)
loss on sales of property and equipment, is now separately detailed. Previously, these amounts were
included in Selling, general and administrative expense. '

Restatement. On September 15, 2006, the Company restated its financial statements for the years
ended January 31, 2005 and 2006, to correct for errors in recordmg interests in securltlzed assets,
securitization income and related income tax impacts.

Accumulated Other Comprehensive Income. The balance of accumulated other comprehensive
income (net of tax) was comprised of $10.5 million and $6.3 million of unrealized -gains on interests in
securitized assets at January 31, 2006 and 2007, respectively.

Application of FIN 46. In January 2003, the Financial Accounting Standards Board issued
Interpretation No. 48, Consolidation of Variable Interest Entities, An Interpretation of Accounting Research
Bulletin No. 51, or FIN 46. FIN 46 requires entities, generally, to be consclidated by a company when it has a
controlling financia! interest through ownership, direct or indirect, of a majority voting interest in an entity with
which it conducts business. The Company evaluated the effects of the issuance of FIN 46 on the accounting
for its leases with Specialized Realty Development Services, LP (SRDS}) and determined that it was
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appropriate to consolidate the balance sheet of SRDS with the Company as of January 31, 2004. As of
January 31, 2005, the Company no longer leased any of its facilities from SRDS and therefore FIN 46 no
longer applies and the Company no longer consolidates SRDS's balance sheet or statement of operations.
However, the operations of SRDS are consolidated with those of the Company commencing on February 1,
2004 through the last effective date of the Company’s leases with SRDS of January 30, 2005. The effect of
such consolidation on the Company’s Statement of Operations for the year ended January 31, 2005 was to
reduce Selling, general and administrative expense by $0.9 million, increase Interest expense by $0.8 million
and reduce Income before income taxes by $0.1 million for Minority interest in limited partnership. The
Company had no exposure to losses incurred by SRDS. |

Recent Accounting Pronouncements. In October 2005, FASB Staff Position (FSP) No. 13-1,
Accounting for Rental Costs Incurred during a Construction Period, was issued. This FSP addresses the
accounting for rental costs associated with operating leases that are incurred during a construction period. It
requires that those costs be recognized as rental expense and included in income from continuing
operations. The guidance in this FSP is to be applied to the first reporting period beginning after December
15, 2005 and states that a lessee shall cease capitalizing rental costs as of the effective date of the FSP for
operating lease arrangements entered into prior to the effective date of the FSP. The Company implemented
the guidance in this FSP as of February 1, 2006, and it did not have a material impact on its financial
condition or results of operations.

In February 2006, SFAS No. 155, Accounting for Certain Hybrid Financial Instruments, was issued.
This statemnent is an amendment of SFAS No. 133, Accounting for Derivative Instruments and Hedging
Activities, and SFAS No. 140, Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities-a replacement of FASB Statement No. 125. This statement permits fair value
remeasurement for any hybrid financial instrument that contains an embedded derivative that would
otherwise require bifurcation, clarifies which interest-only strips and principal-only strips are not subject to
the requirements of SFAS No. 133, establishes a requirement to evaluate interests in securitized financial
assets to identify interests that are freestanding derivatives or that are hybrid financial instruments that
contain an embedded derivative requiring bifurcation, clarifies that concentrations of credit risk in the form of
subordination are not embedded derivatives and amends SFAS No. 140 to eliminate the prohibition on a
qualifying special-purpose entity from holding a derivative financial instrument that pertains to a beneficial
interest other than another derivative financial instrument. This statement is effective for all financial
instruments acquired or issued after the beginning of an entity's first fiscal year that begins after September
15, 2008. The Company is currently -analyzing the impact this statement will have on its financial condition
and results of operations.

In March 2006, SFAS No. 156, Accounting for Servicing of Financial Assels an amendment of FASB
Statement No. 140, was issued. This statement requires an entity to recognize a servicing asset or liability
each time it undertakes an obligation to service a financial asset by entering into a servicing contract,
requires all separately recognized servicing assets and servicing liabilities to be initially measured at fair
value, permits an entity to choose either the amortization method or fair value measurement method for
subsequent measurement of each class of separately recognized servicing assets, permits, at its initial
adoption, a one-time reclassification of available-for-sale securities to trading securities by entities with
recognized servicing rights and, requires separate presentation of and additional disclosures for servicing
assets and servicing liabilities subsequently measured at fair value. This statement is effective for all
financial instruments acquired or issued after the beginning of an entity's first fiscal year that begins after
September 15, 2006. The Company is currently analyzing the impact this statement will have on its
consolidated results of operations and its financial position.

In February 2006, the FASB Emerging Issues Task Force-issued EITF No. 06-3, How Sales Taxes
Coflected from Customers and Remitted to Governmental Authorities Should Be Presented in the Income
Statement (That Is, Gross Versus Net Presentation). The Task Force reached a consensus that a company
should disclose its accounting policy (i.e., gross or net presentation) regarding presentation of taxes within
the scope of this Issue. If taxes included in gross revenues are significant, a company should disciose the
amount of such taxes for each period for which an income statement is presented. The consensus is
effective for the first annual or interim reporting period beginning after December 15, 2006. The disclosures
are required for annual and interim financial statements for each period for which an income statement is
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presented. The Company has evaluated the EITF and will disclose its accounting pollcy regardmg the
presentatlon of sales taxes begmmng W|th the first quarter of t" scal 2008. .
TaT T

In July 2006, FASB Interpretatlon (FIN) No. 48, Accountmg for Uncertainty. in. Income’ Taxes an
interpretation of FASB Statement No. 109, Accounting for Income: Taxes, was issued: . This interpretation
clarifies the accounting for income taxes by prescribing the minimum recognition threshold a tax position is
required to meet before being recognized in the financial statements. The interpretation is effective for.fiscal
years beginning after December 15, 2006. The Company is currently analyzmg the impact this- statement
will have on its financial condition and results of operations. . L

In September 2008, SFAS No. 157, Fair Value Measurements, was issued. This statement clarifies the
principle that fair value should be based on the assumptions market participants would use when pricing an
asset or liability. This statement is effective for financial statements issued for. fiscal years beginning ‘after
November 15, 2007, and interim periods within.those fiscal years. .The. Company is'currently analyzmg the
lmpact this statement will have on its financial condition and results of operattons .

K '

In September 2006 Staff Accountmg Bul!etm (SAB) No. 108 Considering - the Effects of Prior Year
Misstatements when Quantifying Misstatements in Current Year Financial .Statements, was issued. This
bulletin addresses how the effects of prior year uncorrected errors must be considered in quantifying
misstatements in the current year fi financial statements. This bulletm |s effective for fiscal years endlng after
November 15, 20086. . : ol .

In February 2007, SFAS No. 159, The Fair Value Option for Financiaf Assets and Financial Liabi!ities,
was issued. This statement establishes a fair value option, permitting all entities ‘the ability to' choose to
measure eligible items at fair value at specified election dates. The entity shall report unrealized gains'and
losses on items for which the fair value option has been elected in earnings at each subsequent reporting
date. This statement is effective for financial statements issued for fiscal years beginning after November 15,
2007, and interim periods within those fiscal years. The Company is currently analyzmg the. |mpact this
statement will have on its fi nanmal condition’ and results of operatlons : B

2. Interests in Secuntuzed Receivables - B FALAY

The Company has an agreement to sell customer receivables.. "As part'of this agreement, the
Company sells eligible retail installment contracts and revolving receivable accounts to a*QSPE that pledges
the transferred accounts to a trustee for the benefit of investors. The following table ‘summarizes the
availability of fundmg under the Company’s securitization program at January 31 2007 (|n thousands)

. . Capacity ~  Utilized © . Avallable .
2002 Series A .......... e T SURTUDUUR $300,000 . +$128,000 . > . $172,000 o
2002 Series B-Class A ............ VOISR e 96,000/ ° 96,000 - B
2002 SeriesB-Class B ................ e Ceenien 46,222 46,2221 -
2002 SeriesB=Class C .."........... e, . 17,778 - « A7,778 " T
2006 Series A — ClassA...,.:; .................... ST 90,000 * 90,000 " -
2006 Series A—Class B /.00 oot e ' 43333 © - 143333 2T
2006 Series A—Class C ... it 16,667 = 16,667 ., To-

TOtaAl oo [T e " $610,000 $438,000 - . $172,000

« . v .i

The 2002 Series A program functions as a credit facility to fund the initial transfer of eligible
receivables. When the facility approaches’a predetermined amourit, the QSPE (l$suer) is required to seek
financing to pay down the outstanding batance in the 2002 Series A variable fundihg note. The amount paid
down on the facility theh becomies available to fund the transfer of -néw receivables or to 'meet required
principal payments on other series.as they become due. The ‘new financing could be’in the form &f additional
notes, bonds or other instruments' as thé:market and'transaction documents 'might allow. The 2002 Series A
program, which was increased from $250 million to $300 million during the year ended January 31, 2007 is
divided into two tranches; a $100 million 364-day tranche and a $200 million tranche that matures in August
2011. The 2002 Series B program (which was non-amortizing for'thé first four years) matures officially on
September 1, 2010, although it is expected that the principal payments, which began in October 2006, wil

L]
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retire the bonds prior to that'date. The: 2006 Series A program, which was consummated in August 2006, is
non-amortizing for the first four years and officially matures in April 2017. However, it is expected that the
principal payments, which begin in September 2010, will retire the bonds prior to that date.

" ", .

The agreement cJo'ntains certain covenants requiring the maintenance of various financial ratios and
receivables performance standards. Except for a deficiency in the minimum issuer interest requirement at
January 31, 2007, the Issuer was in compliance with the requirements of the agreement as of January 31,
2007. The minimum issuer interest requirement is calculated based on information that is not available until
after the end of the month. Upon determining the new minimum issuer interest requirement, the Issuer
deposited the collateral necessary to satisfy the required minimum. This deficiency was cured within the time
periods provided and:does not limit the Issuer's ability to meet its obligations, including funding the transfer
of future receivablés created by the Company. As a result, the occurrence of this deficiency did not result in
any unscheduled amortization requirements for the 2002 Series A,.2002 Series B or 2006 Series A Notes.
As part of the new securitization program, the Company and Issuer arranged for the issuance of a stand-by
letter of credit in the amount of $20.0 million to provide assurance to the trustee on behalf of the bondholders
that funds collected monthly by the Company, as servicer, will be remitted as required under the base
indenture and other related documents. The letter of credit has a term of one year, and the maximum
potential amount of future payments is the face’amount of the letter of credit. The letter of credit is callable, at
the option of the trustee, if the Company, as servicer, fails to make the required monthly payments of the
cash collected to the trustee. ‘ : '

“w ' . . L

Through its retail sales activities, the: Company generates customer retail installment contracts and
revolving receivable accounts. The Company enters into securitization transactions to sell these accounts to
the QSPE. In these securitizations, the Company retains servicing responsibilities and subordinated
interests. The Company receives annual -servicing fees and other benefits approximating 4.1% of the
outstanding balance and rights to future cash flows arising after the investors in the securities issued by or
on behalf of the QSPE have received from the trustee all contractually required principal and interest
amounts. The Company does not record an asset or liability related to any servicing obligations because the
servicing benefits received are determined to be just adequate to compensate the Company for its servicing
responsibilities. The investors and the securitiZation trustee have no recourse to the Company'’s other assets
for failure of the individual customers of the Company and the QSPE to pay when due. The Company’s
retained interests are subordinate to the investors’ interests. Their value is subject to credit, prepayment, and
interest rate risks on the transferred financial assets.

The fair values of the Company’s interest in securitized assets were as follows (in thousands):

. January 31,
2006 2007
INterest-only SP ..o v $ 25,238 $ 26,358
Subordinated securities ............ oo 114,044 110,490
Total fair value of interests in securitized assets ......... $ 139,282 $ 136,848
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The table below summarizes vaiuation assumptions used for each period presented:

Years Ended January 31, -

. 2005 2006 2007
Prepayment rates : i
Primary instaliment....................... 1.5% 1.5% 1.5%
Primary revolving............cococvueenn.. 3.0% 3.0% 3.0%
Secondary installment................... 1.5% 1.5% 1.5%
Net interest spread .
Primary installment....................... 183.3% . . 12.8% 12.6% -
Primary revolving......................... 13.3% 12.8% 12.6%
Secondary installment................... 15.0% - 14.7% 14.2%
Expected losses . : :
Primary installment....................... . 34% 0 3.0% 3.0%
Primary revolving............... ereeanns 3.4% 3.0% 3.0%
Secondary installment................... 34% 3.0% 3.0%
Projected expense
Primary installment....................... 4.1% 4.1% 4.1% .
Primary revolving..........c.cccevevnnnnn. 4.1% 4.1% - 4.1%
Secondary installment................... 4.1% - 41% 4.1%
Discount rates
Primary installment....................... 10.0% 13.0% 13.6%
Primary revolving...........ccocvoeeennnn. 10.0% 13.0% 13.6%
_ Secondary instaliment................... 14.0% 17.0% AT 8%
Delinquency and deferral rates ) _
Primary installment...................... 10.1% 9.3% 9.3%
Primary revolving...........c.ccccooevn... 8.9% 7.3% 5.5%

Secondary installment................... 15.3% 14.0% 14.0%
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At January 31, 2007, key economic assumptions and the sensitivity of the current fair value of the
interests in securitized assets to immediate 10% and 20% adverse changes in those assumptions are as

follows (dollars in thousands):

Fair value of interest in securitized assets......................
Expected weighted average life........................0

Annual prepayment rate assumption..................coen
Impact on fair value of 10% adverse change................
Impact on fair value of 20% adverse change................

Net interest spread assumption.....................
Impact on fair value of 10% adverse change................

impact on fair value of 20% adverse change................
Expected losses assumptions. ...
Impact on fair value of 10% adverse change................
~Impact on fair value of 20% adverse change................
Projected expense assumption....................os
Impact on fair value of 10% adverse change................
Impact on fair value of 20% adverse change................
Discount rate assumption........................e
Impact on fair value of 10% adverse change................
Impact on fair value of 20% adverse change................
Delinquency and deferral......................coeoe i BT
Impact on fair value of 10% adverse change {1)...........
Impact on fair value of 20% adverse change (1)...........

Primary Primary Secondary
Portfolio Portfolio Portfolio
Installment Revolving Installment
$ 88,490 $ 12618 $ 35,738
1.1 years 1.2 years 1.6 years

1.5 % 3.0 % 1.5 %

$ 159 $. 23 § 184

$ 308 $ 44 $ 366
12.6 % 12.6 % 142 %

$ 2992 3 427 $ 2,385

$ 5,919 $ 844 $ 4,656
3.0% 3.0% 3.0 %

$ 722 $ 103 $ 515

$ 1,440 $ 205 $ 1,024
4.1 % 4.1 % 4.1 %

$ 942 $ 134 $ 636

$ 1,883 $ 269 $ 1,272
13.6 % 13.6 % 176 %

$ 1,180 $ 168 $ 808

$ 2,321 $ 3 $ 1,584
93 % 55% 14.0 %

$ 102 $ 15 $ 159

$ 193 $ 28 $ 313

{1) For purposes of this analysis, an adverse change is assumed to be a decrease in the delinquency and deferral rate. A decrease resulis in a
faster repayment of the receivables, which reduces the fair value of the interest-only strip a greater amount than the resulting increase in the fair
value of the subordinated securities. Since it is assumed that none of the other assumptions would change, an increase in the delinquency and

deferral rate results in an increase in the fair value, (i.e. losses are not assumed to increase as a result).

These sensitivities are hypothetical and should be used with caution. As the figures indicate,
changes in fair value based on a 10% variation in assumptions generally cannot be extrapolated because
the relationship of the change in assumption to the change in fair value may not be linear. Also, the effect of
the variation in a particular assumption on the fair value of the interest-only strip is calculated without
changing any other assumption; in reality, changes in one factor may result in changes in another (i.e.
increases in market interest rates may result in lower prepayments and increased credit losses), which might

magnify or counteract the sensitivities.
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The following illustration presents quantitative information about the receivables portfolios managed
by the Company (in thousands);

Total Principal Amount of i’rincipal Amount Over
Receivables €0 Days Past Due (1)
January 31, January 31,
2006 2007 2006 2007
Primary portfolio:
Installment.....................oee. $ 380,603 § 382482 $ 24934 $ 24,853
Revolving.................ocoiiiiienn, 41,046 - 53,125 1,085 1,171
Subtotal......... 421,649 435,607 26,029 26,024
Secondary portfolio:
Installment.......................oL 98,072 133,944 9,508 11,638
Total receivables managed.................. 519,721 569,551 35,537 37,662
Less receivablessold......................... 509,681 559,619 33,483 35,677
Receivables notsold.......................... 10,040 9,932 $ 2,054 $ 1,985
Non-customer receivables................... 16,864 21,516

Total accounts receivable, net...... $ 26904 $ 31,448

Average Balances Credit Charge-offs
January 31, January 31, (2)
2006 2007 2006 2007

Primary portfolio: '

Installment...............cooiieiianns $ 352,315 § 371,240

RevoIVING......c.oocviviininie e 35,149 46,507
Subtotal...........cooviiiii e 387,464 417,747 $ 9852 $ 13,507
Secondary portfolio: ' '

Installment...............ooevvivinnaen. 83,461 116,749 1,915 3,896
Total receivables managed.................. 470,925 534,496 11,767 17,403
Less receivables sold......................... 461,215 524,256 10,894 16,575
Receivables notsold.......................... $ 9710 $ 10,240 §% 873 § 828

{1y Amounts are based on end of period balances.
(2) Amounts represent total credit charge-offs, net of recoveries, on total receivables. The increased level of credit [osses is primarily a
result of the impact on our credit operations of Hurricane Rita that hit the Gulf Coast during September 2005.
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3. Notes Payable and Long-Term Debt

At January 31, 2007, the Company had $48.1 million of its $50 million revalving credit facility available
for borrowings. The amounts utilized undér the revolving credit facility reflected $1.9 million related to letters
of credit issued. The letters of credit were issued under a $5.0 million sublimit provided under the facility for
standby letters of credit. Additionally, there were no amounts outstanding under a short-term revolving bank
agreement that provides up to $8.0 million of availability on an unsecured basis. This unsecured facility
matures in June 2007 and has a floating rate of interest, based on Prime, which equaled 8.25% at January
31, 2007.

Long-term debt consists of the following (in thousands, except repayment explanations):

January 31,
2006 2007

Revolving credit facility with interest at variable rates (6.32% at January 31, $ $

2007).. e U TR URO TP PRSPPI i i
Promissory notes, due in monthly installments.................. 136 198
Total long-term debt........o i 136 198
Less amounts due within OnNe YEaI....... .o iiiiic e (136) (110)
Amounts classified as long-term..............cov i $ - b 88

The revolving facility is subject to the Company maintaining various financial and non-financial
covenants. In addition, the provisions of the bank credit facility include a $50.0 million timit on the payment
of dividends on the Company's common stock and purchase of treasury stock. As of January 31, 2006 and
January 31, 2007, the Company was in compliance with all financial and non-financial covenants.

The current agreement provides for a revolving facility capacity of $50 million, with a $5 million letter
of credit sublimit and an $8.0 million sublimit for a swingline of credit. Interest rates are variable and are
determined, at the option of the Company, at the Base Rate (the greater of Agent's prime rate or federal
funds rate plus 0.50%) plus the Base Rate Margin (which ranges from 0.00% to 0.50%) or LIBO/LIBOR Rate
plus the LIBO/LIBOR Margin (which ranges from 0.75% to 1.75%). Both the Base Rate Margin and the
LIBO/LIBOR Margin are determined quarterly based on a debt coverage ratio equal to the rolling four-quarter
relationship of total debt (including lease obligations) to earnings before interest, taxes, depreciation,
amortization and rent. The Company is obligated to pay a non-use fee on a quarterly basis on the non-
utilized portion of the revolving facility at rates ranging from .20% to .375%. The revolving facility is secured
by the assets of the Company not otherwise encumbered and a pledge of substantially all of the stock of the
Company’s present and future subsidiaries and matures in November 2010.

Interest expense incurred on notes payable and long-term debt totaled $1.1, $0.2 and $0.4 million
for the years ended January 31, 2005, 2006 and 2007, respectively. The Company capitalized borrowing
costs of $0.3 million during the year ended January 31, 2007. Interest expense included interest related to
SRDS debt, which totaled $0.8 million for the year ended January 31, 2005. Aggregate maturities of long-
term debt as of January 31 in the year indicated are as follows (in thousands):

2008, e $ 110
2009, e, 88
2010 e e, , -

Total....... U $ 198

77



4. Letters of Credit

The Company utilizes unsecured letters of credit to secure payments due to the QSPE related to its
asset-backed securitization program, deductibles under the Company’s insurance programs and
international product purchases. At January 31, 2006 and January 31, 2007, the Company had outstanding
unsecured letters of credit of $13.0 million and $22.7 million, respectively. These letters of credit were
issued under the three following facilities: '

s The Company has a $5.0 million sublimit provided under its revolving line of credit for stand-by and
import letters of credit. At January 31, 2007, $1.9 million of letters of credit were outstanding and
callable at the option of the Company's insurance carrier if the Company does not honor its
requirement to fund deductible amounts as billed under its insurance program.

» The Company has arranged for a $20.0 million stand-by letter of credit to provide assurance to the
trustee of the asset-backed securitization program that funds collected by the Company, as the
servicer, would be remitted as required under the base indenture and other related documents. The
letter of credit has a term of one year and expires in August 2007.

s The Company obtained a $10.0 million commitment for trade letters of credit to secure product
purchases under an international arrangement. At January 31, 2007, there were $0.8 million of
letters of credit outstanding under this commitment. The letter of credit commitment has a term of
one year and expires in May 2007.

The maximum potential amount of future payments under these letter of credit facilities is considered to
be the aggregate face amount of each letter of credit commitment, which total $35.0 million as of January 31,
2007.

5. Income Taxes

Deferred income taxes reflect the net effects of temporary timing differences between the carrying
amounts of assets and liabilities for financial reporting purposes and the amounts used for income tax
purposes. Significant compenents of the Company’s net deferred tax assets result primarily from differences
between financial and tax methods of accounting for income recognition on service contracts and residual
interests, capitalization of costs in inventory, and deductions for depreciation and doubtful accounts, and the
fair value of derivatives. The deferred tax assets and iiabilities are summarized as follows (in thousands):

January 31,
2006 2007

Deferred Tax Assets ' '
Allowance for doubtful accounts and warranty and

insurance cancellations (.. .. ..o $2,158 $ 431
Deferred reVENUB.......oi i e 597 580
Stock-based compensation.................o 301 . 606
Property and equipment. ..o 2,297 3,952
gAY ol (o] = T S PP 772 1,177
Accrued vacationandother..................ciii 1,268 1,459
Total deferred tax assets............coooiniin o 7,393 8,215
Deferred Tax Liabilities
Salestaxreceivable................. (768) {1,002)
Interest in securitized assets........c.cooviiiiiii i {4,889) (1,993)
GoodWill.....oo e e {903) (1,141)
O R e {615) (608)
Total deferred tax liabilities..............ooo i, {7,175) (4,744)
Net Deferred Tax Asset........................ooiiinnns $ 218 § 3471
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Income taxes were impacted during the year ended January 31, 2007, by the replacement of the
existing franchise tax in Texas with a taxed based on margin. Taxable margin is generally defined as total
federal tax revenues minus the greater of (a) cost of goods sold or (b) compensation. The tax rate to be paid
by retailer and wholesalers is 0.5% on taxable margin. This change impacted income tax expense beginning
June 1, 2006 and will result in an increase in taxes paid by the Company, as can be seen in the tables
below. Additionally, the acceleration of certain ailowance for doubtful accounts deductions resulted in a
decrease in current tax expense and an increase in deferred tax expense of $1.9 million. The significant
components of income taxes were as follows (in thousands).

Years Ended January 31,

2005 2006 2007

Current;
FRABTAL. ... ove et $ 16,100 § 23,023 $ 22,439
1o =1 (- TV VU T U PSPPI 47 25 916
TOtal CUITENE. oo e e e e eas 16,147 23,048 23,355

Deferred.
FOABIAL ... veerre e ree e e ee s e e e 557 (701) (1,013)
T E- 1 - TUU TR T T PSR 2 (6) . (67)
Total deferred.......covivviiiiiiieiee e - 559 (707) {1,080}
Total tax ProvisSioN..........cccoveveerrveeieeiiiiii e, $ 16,706 $ 22,341 $ 22,275

A reconciliation of the statutory tax rate and the effective tax rate for each of the periods presented in
the statements of operations is as follows: :

Years Ended January 31,

2005 2006 2007
U.S. Federal statutoryrate.........co.coceeiiiiiiiinnnc s " 35.0% 35.0 % 35.0%
State and local income taxes, net of federal benefit............ 0.1 0.1 1.0
Non-deductible entertainment, tax-free interest income )

and Other ... e 0.7 0.2 0.1
Effective tax rate attributable to continuing operations........ 35.8 % 353 % 36.1 %
L0111 ST PR (0.5) {0.1) (0.5)
Effective taX rate. ... e 353 % 352 % 35.6 %
6. Leases

The Company leases certain of its facilities and operating equipment from outside parties and from a
stockholder/officer. The real estate leases generally have initial lease periods of from 5 to 15 years with
renewal options at the discretion of the Company; the equipment leases generally provide for initial lease
terms of three to seven years and provide for a purchase right by the Company at the end of the lease term
at the fair market value of the equipment.

The following is a schedule of future minimum base rental payments required under the operating
leases that have initial non-cancelable lease terms in excess of one year (in thousands}.

Third Related
Years Ended January 31, Party Party Total

2008, .., $ 17,524 § 207 $ 17,73
2000, ..., 16,083 207 16,290
2010, e, 15,324 207 15,531
201 e, 13,896 207 14,103
2012 e 11,118 - 11,118
Thereafter...........ccovevieeenes 44,174 - 44,174

Total.....coovii $ 118119 § 828 $ 118,947
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Total lease expense was approximately $15.0 million, $15.7 million and $17.3 million for the years
ended January 31, 2005, 2006 and 2007, respectively, including approximately $0.2 million, $0.2 million and
$0.2 million paid to related parties, respectively. During the year ended January 31, 2005, the Company paid
$1.4 million under leases with SRDS. As SRDS was consolidated in the statement of operations for the year
ended January 31, 2005, these payments were characterized as selling, general and administrative
expenses, depreciation expense, interest expense and minority interest in limited partnership. See Note 1.

Certain of our leases are subject to scheduled minimum rent increases or escalation provisions, the
cost of which is recognized on a straight-line basis over the minimum lease term. Tenant improvement
allowances, when granted by the lessor, are deferred and amortized as contra-lease expense over the term
of the lease.

7. Share-Based Compensation

The Company originally approved an Incentive Stock Option Plan that provided a pool of up to 3.5
million options to purchase shares of the Company's common stock. Such options are to be granted to
various officers and employees at prices equal to the market value on the date of the grant. The options vest
over three or five year periods (depending on the grant) and expire ten years after the date of grant. As part
of the completion of the IPO in November 2003, the Company amended the Incentive Stock Option Plan to
provide for a. total available pool of 2,569,767 options, adopted a Non-Employee Director Stock Option Plan
that included 300,000 options, and adopted an Employee Stock Purchase Plan that reserved up to
1,267,085 shares of the Company’s common stock to be issued. At the Company’s annual meeting on May
31, 2006, amendments to the stock option ptans were approved, which increased the shares available under
the Incentive Stock Option Plan to 3,859,767 and increased the shares available under the Non-Employee
Director Stock Option Plan to 600,000. On November 24, 2003, the Company issued six non-employee
directors 240,000 total options to acquire the Company's stock at $14.00 per share. On June 3, 2004, the
Company issued 40,000 options to acquire the Company's stock at $17.34 per share to a seventh non-
employee director. At January 31, 2007, the Company had 320,000 options available for grant under the
Non-Employee Director Stock Option Plan.

The Employee Stock Purchase Plan is available to a majority of the employees of the Company and its
subsidiaries, subject to minimum employment conditions and maximum compensation limitations. At the end
of each calendar guarter, employee contributions are used to acquire shares of common stock at 85% of the
lower of the fair market value of the common stock on the first or last day of the calendar quarter. During the
year ended January 31, 2005, 2006 and 2007, the Company issued 8,664, 10,496 and 11,720 shares of
common stock, respectlvely to employees participating in the plan, leaving 1,236,205 shares remaining
reserved for future issuance under the plan as of January 31, 2007.
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A summary of the status of the Company's Incentive Stock Option Plan and the activity during the
years ended January 31, 2005, 2006 and 2007 is presented below (shares in thousands):

Years Ended January 31,

2005 2006 2007
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
Qutstanding, beginning of year..............cccceviiinine . 1531 § 9.68 1666 § 1150 1626 § 16.31
Granted.........oviveeriee et 387 17.43 343 3388 394 2268
EXErCISEA.....oovvivierniciie s (162) 8.72) (271 {8.34) (220 (9.43)
Forfaited...c.cvv v (90) (11.07) (112) (17.78) {45) {25.66)
Outstanding, end of year..........co..civveciiini e 1666 § 11.50 1626 $ 163 1,755 § 18.36
Weighted average grant date fair
value of options granted during the period.............. 3. 4.97 3§ 1109 § 1239
Weighted average fair value of options ,
vested during the peried {1)..........ccccvveiiiiiiiianns $ 4.77 $ 4.82 § 688
Options exercisable at end of year........................ 712 743 . 837
Options available forgrant..........ccceceiiiiininiiins . 684 453 1,404
intrinsic value of options exercised during the period.. $1.2 million $4.8 million $3.9 million
- Options Qutstanding Options Exercisable
- Weighted Weighted
Shares Average - Weighted Shares Average Weighted
Qutstanding Remaining Average  Exercisable Remaining Average
January 31, Contractual Exercise January 31, Contractual  Exercise
‘__Range of Exercise Prices ' 2007 LifeinYears °__ Price 2007 Lifa in Years ‘Price
38.21-310.83. . e 520 43 $ 855 498 42 "$ 844
$14.00-516.49...ceieriee 275 6.9 14.27 149 69 14:15
$17.73-317.73 266 7.8 17.73 7 ' 7.8 17.73
$22.68-$22.97 389 9.8 2268 - 0.0 -
$33.88-$33.88 305 88 33.88 73 88 33.88
L OO ON 1755 73§ 1838 837 5.6 $ 1297
Aggregate intrinsic value of exercisable options at January 31, 2007............c.coeeeeee. $8.8 million

- Aggregate intrinsic value of outstanding options at January 31, 2007

....... e, $12.1 million

(1) Does not include pre-IPO options that were valued using the minimum value option-pricing method.
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8. Significant Vendors

As shown in the table below, a significant portion of the Company's merchandise purchases for years
ended January 31, 2005, 2006 and 2007 were made from six vendors:

i

. Years Ended January 31,

Vendor 2005 2006 2007
B 14.2 % 17.0 % 12.9 %
S . 36 7.8 12.7
K 13.2 12.2 L1241
D e 13.8 11.4 7.1
B 8.0 7.7 7.1
o 5.8 6.8 . 5.3

Totals. i 58.6 % 629% 572%

As part of a program to purchase product inventory from vendors overseas, the Company had $0.8
million in obfigations under stand-by letters of credit at January 31, 2007.

9. Related Party Transactions

The Company leases one of its stores from its Chief Executive Offlcer and Chairman of the Board,
under the terms of a lease it entered prior to becoming a publicly held company It also leased six store
locations from Specialized Realty Development Services, LP (SRDS), a real estate development company
that was created prior to the Company's becoming publicly held and was cwned by various members of
management and individual investors of Stephens Group, Inc. The Stephens Group, Inc. is a significant
shareholder of the Company. Based on independent appraisals that were performed on each project that
was completed, the Company believes that the terms of the leases were at least comparable to those that
could be obtained in an arms’ length transaction. As part of the ongoing operation of SRDS, the Company
received a management fee associated with the administrative functions that were provided to SRDS of
* $100,000 and $6.500 for the years ended January 31, 2005 and 2008, respectively. As of January 31, 2005,
the Company no longer leased any properties from SRDS since it divested itself of the leased properties. As
part of the divestiture, SRDS reimbursed the Company $75,000 for costs related to lease modifications. As a
result of the divestiture, the Company's consolidated balance sheet at January 31, 2005 does not include the
accounts of SRDS that were previously consolidated with our financial statements at January 31, 2004.
However, the consolidated statements of operations and cash flows for fiscal 2005 include the operations
and cash flows of SRDS through the dates the sales were completed.

The Company engaqged the services of Direct Marketing Solutlons Inc (DMS) for a substantial pomon
of its direct mail advertising. DMS, Inc. is partially owned (less than 50%) by SF Holdmg Corp., members of
the Stephens family, Jon E. M. Jacoby, and Douglas H. Martin. SF Holding"Corp. and the members of the
Stephens family are significant shareholders of the Company, and Messrs. Jacoby and Martin are members
of the Company's Board of Directors. The fees the Company paid to DMS during the fiscal years ended
2005, 2006 and 2007 amounted to approximately $1.8 million, $4.3 million and $5.8 million, respectively.
Thomas J. Frank, the Chief Executive Officer and Chairman of the Board of Directors owned a small
percentage (0.7%) at the end of fiscal year 2005, but divested his interest during the first half of fiscat year
2006.

The Company engaged the services of Stephens Inc. to act as its broker under its stock repurchase
program. Stephens Inc. is a shareholder of the Company, and Doug Martin, an Executive Vice President of
Stephens Inc., is a member of the Company’s Board of Directors. During the year ended January 31, 2007,
the Company incurred fees payable to Stephens Inc. of $5,040 related to the purchase of 168,000 shares of
its common stock. Based on a review of competitive bids received from various broker candidates, the
Company believes the terms of this arrangement are no less favorable than it could have obtained in an
arms’ length transaction.
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10. Benefit Plans

The Company has established a defined contribution 401(k) plan for eligible employees who are at
least 21 years old and have completed at least one-year of service. Employees may contribute up to 20% of
their eligible pretax compensation to the plan. The Company will. match 100% of the first 3% of the
employees’ contributions and 50% of the next 2% of the employees’ contributions. At its option, the
Company may make supplemental contributions to the Plan, but has not made such contributions in the past
three years. The matching contributions made by the company totaled $1.4, $1.6 and $1.8 million during the
years ended January 31, 2005, 2006 and 2007, respectively. s
11. Contingencies ’ . . -

Legal Proceedings. The Company is involved in routme Imgatlon incidental to our business from time
to time. Currently, the Company does not expect the outcome of any of this routine litigation to have a
material-effect on its financial condition or results of operations. However, the results of these proceedings
cannot be predicted with certainty, and changes in facts and mrcumstances could impact the Company's
estimate of reserves for litigation. - :

Insurance. Because of its inventory ! vehicle fleet and general operations, the Company has purchased
insurance covering a broad variety of potential risks. The Company purchases insurance polices covering
general liability, workers compensation, real property, inventory and employment practices liability, among
others. Additionally, the Company has umbreila policies with .an aggregate limit of $50.0 million. The
Company has retained a portion of.the risk under these policies and its group health'insurance program. See
additional discussion under Note 1. The Company has a $1.9 million letter of credit outstanding supporting
its' obligations under the property and casualty portion of its insurance program.

Service Maintenance Agreement Obligations. The Company sells service maintenance agreements
under which it is the obligor for payment of qualifying claims. The Company is responsible for administering
the program, including setting the pricing of the agreements sold and paying the claims. The pricing is set
based on historical claims experience and, expectations about future claims. While the Company is unable to
estimate maximum potential claim exposure, it has a history of overall profitability upon the ultimate
resolution of agreements sold. The revenues related to the agreements sold are deferred at the time of sales
and recorded in revenues in the statefment of operatlons over the life of the agreements. The amounts
deferred are reflected on the face of the balance sheet |n Deferred revenues and allowances see also Note
1 for additional discussion. o0 -
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE.

None = . ' Lo e

ITEM 9A. CONTROLS AND PROCEDURES

Y - [ ES T

Y ! —y . N i - T
Evaluation of Disclosure Controls and Procedures . . : Ce Chen

In accordance with Rules 13a-15 and 15d-15 unider the’ Securities Exchange ATt 6f 1934, we have
evaluated, under the supervision and with the participation of management, mcludlng our Chief Executive
Officer and our Chief Financiat Officer, the effectiveness of the design and operation ‘of our disclostire
controls and procedures (as defined in Rules 13a-15(e) and. 15d-15(e) under the Exchange Act) as of the
end of the period covered by this annual report. Based on that evaluation, our Chief Executive Officer and
our Chief Financial Officer concluded that, as of the end_ of the penod covered by this annual report, our
disclosure controls and procedures were effective in tlmely alerting them to material snformatlon relating. o
our business (including our consolidated subsidiaries) required to be included i in our Exchange Act filings. L

» During the preparation of our consolidated financial statements for the quarter ended:duly 31, 2006, we
identified an issue related to the recording of securitization income »QOur internal review_of the issue revealed
that we had incorrectly reduced securitization-income and the value of our interests in,securitized assets by
the amount of future expected credit losses recorded on-the books of the qualifying ;special purpose entity
that owns the receivables. As a result of the error discussed above .and. the .resulting restatement,
management has-concluded that a material weakness in. its. internal. controls-over financial reporting existed
as of January 31, 2006. Specifically, controls were not operating .effectively to ensure that the proper
accounting and corresponding consolidated financial statement presentation of securitization income and the
fair value of interests in securitized: assets was consistent with"SFAS:No. 140 As a Tesult’of this material
weakness, our Chief Executive Officer and Chief Financial Officet concluded that our disclosure:controls and
procedures were not effective at January 31, 2006..As of the date of this:filing, we have taken the following
actions to remediate the material weakness'in: our mternal controi ‘over financial reporting with respect to
accountmg for securitization transactions: R R

o} |mproved education and enhanced accountmg analy5|s and rewews de5|gned to ensure that all

- relevant, personnel. mvolved in the securmzatlon accountmg understand and account for
secunt:zatlon transactions in compllance with SFAS No. 140 and

o a review of our internal financial controls with respect to accounting for secunhzatmn transactlons to
ensure compliance with SFAS No. 140.

As a result of the remediation actions taken and the subsequent testing of those actions, we have
concluded that our processes, procedures and controls relating to our accounting under SFAS No. 140 were
effective as of January 31, 2007,

Management’s Report on Internal Control over Financial Reporting

Please refer to Management's Report on Internal Control over Financial Reporting on page 52 of this
report.

Changes in Internal Controls Over Financial Reporting

There have been no changes in our internal controls over financial reporting that occurred in the quarter
ended January 31, 2007, which have materially affected, or are reasonably likely to materially affect our
internal controls over financial reporting.
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ITEM 9B. .OTHER INFORMATION *; . . . -

Retirement of Chief Financial Officer

’ ) On March 27-,f'2007;'fljevid"L. Rogerstannounced ‘his retirement as our Chief Financial Officer
effective January .31, 2008, the-end of.the term of .his' executive employment agreement. Mr. Rogers’
executive employment agreement was amended to provide that it terminates January 31, 2008, without any

termination or severance package as a result of its non-renewal at that time.

Apporntment of Chief Financial Officer -~ - U '
‘ P n ', "

“Michael J..Poppe (39) currently our Controller and ASS|stant Chief Flnanmal Officer and Assistant
Treasurer, was appuointed to be our Chief Financial Officer effective February 1,2008. Mr. Poppe joined us in
September 2004 and has served as our Controller and-Assistant CFO/fTreasurer since that date. In the 14
years -prior to his joining us, :Mr. Poppe-served in.various accounting and finance-positions in- public
accounting and retail companies, most recently as Vice President and Corporate Controller of Group 1
Automotive, Inc.. Mr. Poppe spent from January 1997 until May 2004 at Group 1, a New York Stock
Exchange listed, Fortune 500 public retail. company, and was a member of the founding management team.
Mr. Poppe is a certified public accountant and obtained his BBA in accounting and finance from Texas A&M
University in December, 1989. We do not have an employment agreement with Mr. Poppe. Mr. Poppe will be
eligible for bonuses under the terms approved by.the compensation committee of the board and other
benefits provided to our executive ofﬁcers.
¢ i) . .r . FETEN : :\ . s Kk + -

Adoptlon ofBonus Program - .. . - . L ) . . -

On March 27, 2006, the Compensation Committee of our Board of Diregtors adopted a cash bonus
program for our 2008 fiscat year. Our named executive officers, as well as certain other executive officers
and certain employees, are, eligible to.participate in the 2008 bonus program. Below is a description of the
2008 bonus program as adopted by our Compensatlon Commlttee 3

The purpose of the 2008..bonus - program, is to promote the interests of the Company and its
stockholders by providing key employees with t“ nancial rewards upon | achrevement of specified business
objectives, as well as help us attract and retain key employees by providing’ attractlve compensation
opportunities linked to performance resutts.

The Compensation Committee 'estataliéﬁed four bonus levéls ‘for ifs 2008 bonus program:
Level 1, Level 2, Level 3 and Level 4. Each of the. levels represent the attainment by us of certain operating
pre-tax profit targets establlshed by the' Compensatlon Committee (each a "Profit Goal"). If we do not
achieve the Level 1 Profit Goal, each named exetutive officer, other executive officer or employee awarded
a bonus pursuant to the 2008 bonus program will receive a prorata portion of the Level 1 Profit Goal,
determined by the actual pre tax proﬁt asa percent_age of the Level 1 Profit Level.

The bonuses that may become distributable based upon our achrevement of the Level 1 through
Level 4 Profit Goals will be distributed by our Chief Executive Officer with approval from the Compensation
Committee.

A Sy e e . . ..
vl . T s R ' N . '

Our Chief Executive Officer will receive a bonus under the 2008 bonus program that varies based
upon our achievement of the Level 1 through Level 4 Profit Goals. The Level 1 bonus amount for the Chief
Executive Officer was established based upon the Compensation Committee's independent evaluation of his
compensation relative effect on the Company's performance. The Level 2 bonus is 16.6% greater than the
Level 1 bonus, the Level 3 bonus is 33.33% greater than the Level 1 bonus. The Level 4 bonus is 50%
greater than the Level 1 bonus.

Qur named executive officers, excluding our Chief Executive Officer, certain other executive officers
and certain employees will receive a bonus under the 2008 bonus program that varies based upon our
achievement of the Level 1 through Level 4 Profit Goals. The Level 1 bonus amount for each Participant was
established based upon the Compensation Committee's independent evaluation of his or her relative effect
on the Company's performance. The Level 2 honus is generally 31% greater than the Level 1 bonus, the
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Level 3 bonus is 64% greater than the Level 1 bonus, and the Level 4 bonus is 100% greater than the Level
1 bonus.

In addition, we established a contingency bonus pool under the 2008 bonus program that varies
based upon our achievement of the Level 1 through Level 4 Profit Goals and additional funds which may
accrue for exceptional performance beyond the Level 4°Profit Goal. The contingency bonus pool will be
distributed at the discretion of our Cha|rman and Chief Executive Officer with pnor approval from the
Compensation Committee. S al! .

Payment of bonuses (if any) is normally made in February:after the end of the performance period
during which the bonuses were earned. Except for certain executive officers who have executive
employment agreements, in order 'to .be eligible for a bonus :under the 2008 bonus program, eligible
participants must be employed through the end of fiscal year ending .January 31, 2008. Those executive
officers who have executive .employnient agreements with. us are entitled to, under certain situations, a
prorata bonus if they resign or are terminated prior to the completion of the fiscal year ended January 31,
2008. . P - .

Bonuses normally will be:pald in cash in-a smgle Iump sum, subject to payroll taxes and “tax
W|thhold|ngs . . ;
PART m: PR

The information required by ltems 10 through 14 is included in our definitive Proxy Statement
relating to our 2007 Annual Meeting of Stockholders, and is incorporated herein by reference.

CROSS REFERENCE TO'ITEMS 10-14 LOCATED IN THE PROXY STATEMENT

“fd vy ."': '

‘ Caption in‘the Conn’s, Inc.

Item 2007 Proxy Statement
ITEM 10. DIRECTORS, EXECUTIVE BOARD OF DIRECTORS EXECUTIVE
OFFICERS AND CORPORATE OFFICERS .
GOVERNANCE '
ITEM 11.  EXECUTIVE COMPENSATION EXECUTIVE COMPENSATION
ITEM 12. 'SECURITY OWNERSHIP OF " 'STOCK OWNERSHIP OF DIRECTORS,
CERTAIN BENEFICIAL OWNERS EXECUTIVE OFFICERS AND PRINCIPAL
AND MANAGEMENT STOCKHOLDERS
ITEM 13. CERTAIN RELATIONSHIPS AND °  CERTAIN RELATIONSHIPS AND RELATED
RELATED TRANSACTIONS AND TRANSACTIONS
DIRECTOR INDEPENDENCE
ITEM 14. PRINCIPAL ACCOUNTANT FEES INDEPENDENT PUBLIC ACCOUNTANTS

AND SERVICES. .-
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT ;SCHEDULES.

(a) The following documents are filed as a part of this report:

(h

The financial statements listed in response to Item 8 of this report are as follows:

Consolidated Balance Sheets as of January 31, 2006 and 2007
Consolidated Statements of Operatibns for the Years Ended January 31, 2005, 2006 and 2007

Consolidated Statements of Stockholders' Equity for the Years Ended January 31, 2005, 2006
and 2007

" Consolidated Statements of Cash Flows for the Years Ended January 31, 2006 and 2007

(2)

(3)

Financial Statement Schedule: Report of Independent Auditors on Financial Statement
Schedule for the three years in the period ended January 31, 2007; Schedule Il -- Valuation and
Qualifying Accounts. The financial statement schedule should be read in conjunction with the
consolidated financial statements in our 2007 Annual Report to Stockholders. Financial
statement schedules not included in this report have been omitted because they are not
applicable or the required information is shown in the consolidated financial statements or notes
thereto.

Exhibits: A list of the exhibits ﬁied as part of this report is set forth in the Index to Exhibits, which
immediately precedes such exhibits and is incorporated herein by reference.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized. S

. CONN'S, INC,
(Registrant)

{s/ Thomas J. Frank, Sr.,

Date: March 29, 2007 : Thomas J. Frank, Sr.
Chairman of the Board and Chief
Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature \ . Iitle ) Date
o Chairman of the Board and
fsf Thomas J. Frank, Sr. Chief Executive Officer , . .
Thomas J. Frank, Sr. (Principal Executive Officer} March 29, 2007

Chief Financial Officer
/s/ David L. Rogers {Principal Financial and

David L. Rogers _ Accounting Officer) March 29, 2007

Is/ Marvin D. Brailsford

Marvin D. Brailsford Director March 29, 2007

s/ Jon E. M. Jacoby

Jon E. M. Jacoby Director March 29, 2007

fs/ Bob L. Martin

Bob L. Martin Director March 29, 2007

fs/ Douglas H. Martin

Douglas H. Martin Director March 29, 2007
fsi Dr. William C. Nylin, Jr. Executive Vice Chairman and
Dr. William C. Nylin, Jr. Chief Operating Officer March 29, 2007

/si Scoft L. Thompson

Scott L. Thompson Director March 29, 2007

fs! William T. Trawick

William T. Trawick Director March 29, 2007

fs/ Theodore M. Wright

Theodore M. Wright Director March 29, 2007
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Exhibit
Number

2

3.1

3.1.1

32
3.2.1
4.1

10.1

10.1.1

10.1.2
10.2

10.2.1

10.3

EXHIBIT INDEX

Description

Agreement and Plan of Merger dated January 15, 2003, by and amcng Conn's, Inc., Conn
Appliances, Inc. and Conn's Merger Sub, Inc. (incorporated herein by reference to Exhibit 2 to
Conn's, Inc. registration statement on Form S-1 (file no. 333-109046) as filed with the Securities and
Exchange Commission on September 23, 2003).

Certificate of Incorporation of Conn's, Inc. (incorporated herein by reference to Exhibit 3.1 to Conn's,
Inc. registration statement on Form S-1 (file no. 333-108046) as filed with the Securities and
Exchange Commission on September 23, 2003). -

Certificate of Amendment to the Certificate of Incorparation of Conn’s, Inc. dated June 3, 2004
{(incorporated herein by reference to Exhibit 3.1.1 to Conn's, Inc. Form 10-Q for the quarterly period
ended April 30, 2004 (File No. 000-50421) as filed with the Securities and Exchange Commission on
June 7, 2004).

Bylaws of Conn's, Inc. (incorporated herein by reference to Exhibit 3.2 to Conn's, Inc. registration
statement on Form S-1 (file no. 333-109046) as filed with the Securities and Exchange Commission
on September 23, 2003).

Amendment to the Bylaws of Conn's, Inc. (incorporated herein by reference to Exhibit 3.2.1 to
Conn's Form 10-Q for the quarterly period ended April 30, 2004 (File No. 000 50421) as filed with
the Securities and Exchange Commlssmn on June 7,12004). "

Specimen of certiﬂcate for shares of Conn's, Inc.'s common stock (incorporated herein by reference
to Exhibit 4.1 to Conn's, Inc. registration statement on Form S-1 (file no. 333-109046) as filed with
the Securities and Exchange Commission on October 29, 2003).

Amended and Restated 2003 Incentive Stock Option Plan (incorporated herein by reference to
Exhibit 10.1 to Conn’s, Inc. registration statement on Form S-1'(ﬁle no. 333-109046) as filed with the
Securities and Exchange Commission on September 23, 2003).

Amendment to the Conn’s, Inc. Amended and Restated 2003 Incentive Stock Option Plan
(incorporated herein by reference to Exhibit 10.1.1 to Conn's Form 10-Q for the quarterly period
ended April 30 2004 (File No. 000-50421) as filed with the Securities and Exchange Commission on
June'7, 2004)

Form of Stock Option Agreement (incorporated herein by reference to Exhibit 10.1.2 to Conn’s, Inc.
Form 10-K for the annual period ended January 31, 2005 (File No. 000-50421) as filed with the
Securities and Exchange Commission on April 5, 2005).!

2003 Non-Employee Director Stock Option Pian (incorporated: herein by reference to Exhibit 10.2 to
Conn’s, Inc. registration statement on Form S-1 (file no. 333-109046)as filed with the Securities and

' Exchange Commission on September 23, 2003).!

Form of Stock Option Agreement (incorporated herein by reference to Exhibit 10.2.1 to Conn’s, Inc.
Form 10-K for the annual period ended January 31, 2005 (File No. 000-50421) as filed with the
Securities and Exchange Commission on April 5, 2005)."

Employee Stock Purchase Plan (incorporated herein by reference to Exhibit 10.3 to Conn's, Inc.
registration statement on Form S-1 (f‘ ile no. 333-109046) as filed wath the Securities and Exchange
Commission on September 23 2003).! o
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10.4

10.5

10.5.1

10.6

10.6.1

10.7

10.7.1

10.8

10.9

10.9.1

Conn's 401(k) Retirement Savings Plan (incorporated herein by reference to Exhibit 10.4 to Conn's,
Inc. registration statement on Form S-1 {file no. 333-109046) as filed with the Securities and
Exchange Commission on September 23, 2003).'

Shopping Center Lease Agreement dated May 3, 2000, by and between Beaumont Development
Group, L.P., fik/a Fiesta Mart, Inc., as Lessor, and CAl, L.P., as Lessee, for the property located at
3295 College Street, Suite A, Beaumont, Texas (incorporated herein by reference to Exhibit 10.5 to
Conn's, Inc. registration statement on Form S-1 (file no. 333-109046) as filed with the Securities and
Exchange Commission on September 23, 2003).

First Amendment to Shopping Center Lease Agreement dated September 11, 2001, by and among
Beaumont Development Group, L.P., flk/a Fiesta Mart, Inc., as Lessor, and CAl, L.P., as Lessee, for
the property located at 3295 College Street, Suite A, Beaumont, Texas {incorporated herein by
reference to Exhibit 10.5.1 to Conn's, Inc. registration statement on Form S-1 (file no. 333-109046)
as filed with the Securities and Exchange Commission on September 23, 2003).

Industrial Real Estate Lease dated June 16, 2000, by and between American Nationa! Insurance
Company, as Lessor, and CAl, L.P., as Lessee, for the property located at 8550-A Market Street,
Houston, Texas (incorporated herein by reference to Exhibit 10.6 to Conn's, Inc. registration
statement on Form S-1 (file no. 333-109046) as filed with the Securities and Exchange Commission
on September 23, 2003).

First Renewal of Lease dated November 24, 2004, by and between American National Insurance
Company, as Lessar, and CAl, L.P., as Lessee, for the property located at 8550-A Market Street,
Houston, Texas (incorporated herein by reference to Exhibit 10.6.1 to Conn’s, Inc. Form 10-K for
the annual peried ended January 31, 2005 (F|Ie No. 000-50421) as filed with the Securities and
Exchange Commissicn on April 5, 2005).

Lease Agreement dated December 5, 2000, by and between Prologis Development Services, Inc.,
f/lk/a The Northwestern Mutual Life Insurance Company, as Lessor, and CAl, L.P., as Lessee, for the
property located at 4810 Eisenhauer Road, Suite 240, San Antonio, Texas (incorporated herein by

_reference to Exhibit 10.7 to Conn’s, Inc. registration statement on Form S-1 (file no. 333-108046) as

filed with the Securities and Exchange Commission on September 23, 2003).

Lease Amendment No. 1 dated November 2, 2001, by and between Prologis Development Services,
Inc., f/k/a The Northwestern Mutual Life Insurance Company, as Lessor, and CAl, L.P., as Lessee,
for the property located at 4810 Eisenhauer Road, Suite 240, San Antonio, Texas (incorporated
herein by reference to Exhibit 10.7.1 to Conn'’s, Inc. registration statement on Form S-1 (file no. 333-
1090486) as filed with the Securities and Exchange Commission on September 23, 2003).

Lease Agreement dated June 24, 2005, by and between Cabot Properties, Inc. as Lessor, and CAl,
L.P., as Lessee, for the property located at 1132 Valwood Parkway, Carrollton, Texas (incorporated
herein by reference to Exhibit 99.1 to Conn's, In¢c. Current Report on Form 8-K {file no. 000-50421)
as filed with the Securities and Exchange Commission on June 29, 2005).

Credit Agreement dated October 31, 2005, by and among Conn Appliances, Inc. and the Borrowers
thereunder, the Lenders party thereto, JPMorgan Chase Bank, National Association, as
Administrative Agent, Bank of America, N.A., as Syndication Agent, and SunTrust Bank, as
Documentation Agent (incorporated herein by reference to Exhibit 10.9 to Conn’s, Inc. Quarterly
Report on Form 10-Q (file no. 000-50421) as filed with the Securities and Exchange Commission on
December 1, 2005).

Letter of Credit Agreement dated November 12, 2004 by and between Conn Appliances, Inc. and
CAl Credit Insurance Agency, Inc., the financial institutions listed on the signature pages thereto,
and JPMorgan Chase Bank, as Administrative Agent (incorporated herein by reference to Exhibit
99.2 to Conn’s Inc. Current Report on Form 8-K (File No. C00-50421) as filed with the Securities and
Exchange Commission on November 17, 2004).
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10.9.2

10.10

10.10.1

10.11

10.11.1

10.11.2

10.12

10.12.1

10.12.2

10.12.3

First Amendment to Credit Agreement dated August 28, 2006 by and between Conn Appliances, Inc.
and CAl Credit Insurance Agency, Inc., the financial institutions listed on the signature pages
thereto, and JPMorgan Chase Bank, as Administrative Agent (incorporated herein by reference to
Exhibit 10.1 to Conn's Inc. Current Report on Form 8-K (File No. 000-50421) as filed with the
Securities and Exchange Commission on August 28, 2006).

Receivables Purchase Agreement dated September 1, 2002, by and among Conn Funding Il, L.P.,
as Purchaser, Conn Appliances, Inc. and CAl, L.P., collectively as Originator and Seller, and Conn
Funding |, L.P., as Initial Seller (incorporated herein by reference to Exhibit 10.10 to Conn's, Inc.
registration statement on Form S-1 (file no. 333-109046) as filed with the Securities and Exchange
Commission on September 23, 2003).

First Amendment to Receivables Purchase Agreement dated August 1, 2006, by and among Conn
Funding ll, L.P., as Purchaser, Conn Appliances, Inc. and CAl, L.P., collectively as Originator and
Seller (incorporated herein by reference to Exhibit 10.10.1 to Conn’s, Inc. Form 10-Q for the
quarterly period ended July 31, 2006 (File No. 000-50421) as filed with the Securities and Exchange
Commission on September 15, 2006).

Base Indenture dated September 1, 2002, by and between Conn Funding Il, L.P., as Issuer, and
Wells Fargo Bank Minnesota, National Association, as Trustee (incorporated herein by reference to
Exhibit 10.11 to Conn’s, Inc. registration statement on Form S-1 (file no. 333-109046) as filed with
the Securities and Exchange Commission on Septernber 23, 2003).

First Supplemental Indenture dated October 29, 2004 by and between Conn Funding II, L.P., as
Issuer, and Wells Fargo Bank, National Association, as Trustee (incorporated herein by reference to
Exhibit 99.1 to Conn's, Inc. Current Report on Form 8-K (File No. 000-50421) as filed with the
Securities and Exchange Commission on November 4, 2004).

Second Supplemental Indenture dated August 1, 2006 by and between Conn Funding Il, L.P., as
issuer, and Wells Fargo Bank, National Association, as Trustee (incorporated herein by reference to
Exhibit 99.1 to Conn’'s, Inc. Current Report on Farm 8-K (File No. 000-50421) as filed with the
Securities and Exchange Commission on August 23, 20086).

Series 2002-A Supplement to Base Indenture dated September 1, 2002, by and between Conn
Funding Il, L.P., as Issuer, and Wells Farge Bank Minnesota, National Association, as Trustee
(incorporated herein by reference to Exhibit 10.12 to Conn’s, Inc. registration statement on Form S-1
{file no. 333-109046) as filed with the Securities and Exchange Commission on September 23,
2003). .

Amendment to Series 2002-A Supplement dated March 28, 2003, by and between Conn Funding I,
L.P. as Issuer, and Wells Fargo Bank Minnesota, National Association, as Trustee (incorporated
herein by reference to Exhibit 10.12.1 to Conn’s, Inc. Form 10-K for the annual period ended
January 31, 2005 (File No. 000-50421) as filed with the Securities and Exchange Commission on
April 5, 2005).

Amendment No. 2 to Series 2002-A Supplement dated July 1, 2004, by and between Conn Funding
I, L.P., as Issuer, and Wells Fargo Bank Minnesota, National Association, as Trustee (incorporated
herein by reference to Exhibit 10.12.2 to Conn’s, Inc. Form 10-K for the annual period ended
January 31, 2005 (File No. 000-50421) as filed with the Securities and Exchange Commission on
April 5, 2005).

Amendment No. 3 to Series 2002-A Supplement. dated August 1, 2006, by and between Conn
Funding il, L.P., as Issuer, and Wells Fargo Bank, National Association, as Trustee (incorporated
herein by reference to Exhibit 10.12.3 to Conn's, Inc. Form 10-Q for the quarterty period ended July
31, 2006 (File No. 000-50421) as filed with the Securities and Exchange Commission on September
15, 2006). :

91




10.13

10.13.1

10.14

10.14 1

10.14.2

10.14.3

10.14.4

10.15.1

10.16

10.17

10.18 .

Series 2002-B Supplement to Base Indenture dated September 1, 2002, by and between Conn
Funding Il, |..P., as Issuer, and Wells Fargo Bank Minnesota, National Association, as' Trustee
(incorporated herein by reference to Exhibit 10.13 to Conn’s, Inc. registration statement on Form S-1
(file no. 333-109046) as filed with the Securities and Exchange Commnssnon on September 23,
2003).

Amendment to Series 2002-B Supplement dated March 28, 2003, by and between Conn Funding II,
L.P., as Issuer, and Wells Fargo Bank Minnesota, National Association, as Trustee (inCorporated
herein by reference to Exhibit 10.13.1. to Conn’s, Inc.: Form 10-K for the annual period ended
January 31, 2005 (File No 000—50421) as filed with the Securltles and Exchange Commission on
April 5, 2005). .

Servicing Agreement dated September 1, 2002, by and among Conn Funding Il, L.P., as Issuer, CAl,
L.P., as Servicer, and Welis Fargo Bank Minnesota, National Association, as Trustee {incorporated
herein by reference fo Exhibit 10.14'to Conn's, Inc. registration statement on Form S-1 (file no. 333-
109046) as filed with the Securities and Exchange Commission on September 23, 2003).

First Amendment to Servicing Agreement dated June 24, 2005, by and among Conn. Funding |l, L.P.,
as Issuer, CAl, L.P., as Servicer, and Wells Fargo Bank, National Association, as Trustee
(incorporated herein by reference to Exhibit 10.14.1 to Conn’s, inc. Form 10-Q for the quarterly
period ended July 31, 2005 (File No. 000-50421) as filed with the Securltles and Exchange
Commission on August 30, 2005).

Second Amendment to Servicing Agreement dated November 28, 2005, by and among Conn
Funding ll, L.P., as 10.14.2 Issuer, CAl, L.P., as Servicer, and Wells Fargo Bank, National
Association, as Trustee (incorporated herein by reference to Exhibit-10.14.2 to Conn’s, Inc. Form
10-Q for the quarterly period ended July 31,.2005 (File No 000- 50421) as filed with the Securities
and Exchange Commission on August 30, 2005).

Third Amendment to Servicing Agreement dated-May 16, 2006, by and among Conn Funding |,
L.P., as Issuer, CAl, L.P., as Servicer, and ‘Welis ‘Fargo Bank, National Association, as Trustee
(incorporated herein by reference to .Exhibit 10.14.3 to Conn’s, Inc. Form 10-Q for the quarterly
period ended July 31, 2006 (File No. 000-50421) as filed with the Securities and Exchange
Commission on September 15, 2006).
- 1 . » T .

Fourth Amendment to Servicing Agreement dated August 1, 2006, by and among Conn Funding II,
L.P., as Issuer, CAl L.P., as Servicer, and Wells Fargo Bank, National Association, as Trustee
(incorporated herein by reference to Exhibit 10.14.4 to Conn’s, inc: Form 10-Q for the quarterly
period ended July 31, 2006 (File No. 000-50421) as filed with the Securities and Exchange
Commission on September 15, 2008).

First Amendment to Executive Employment Agreement between Conn’s, Inc.“and Thomas J. Frank,
Sr., Approved by the stockholders May 26, 2005 {incorporated herein-by reference to Exhibit 10.15.1

to Conn s, Inc. Form 10-Q for the quarterly period ended July 31, 2005 {file No 000 -50421) as filed

with the Securities and Exchange Commission on August 30, 2005).!

Form of Indemnification Agreement (incorporated herein by reference to Exhibit 10.16 to Conn's, Inc.
registration statement on Form S-1 (f ile no. 333- 109046) as fi led with the Secuntles and Exchange
Comm|55|0n on September 23, 2003)." ST
oy o X R T o

Description of Compensatlon Payable to Non-Employee Directors (incorporated herein by reference
to Form 8-K {file no. 000 50421) fi Ied with the Secur:ttes and Exchange Commlssmn on June 2,
2005)." . S .

Dealer Agreement between Conn Apprliances;i Inc..and Voyager Service Programs; Inc. effective as
of January 1, 1998 (incorporated herein by reference to.Exhibit 10.19 to Conn's,.Inc. Form 10-K for
the annual period ended January 31, 2006 (Fite No. 000-50421) as filed with. the Securities and
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10.18.1

10.18.2

10.18.3

10.18.4

10.19

10.18.1

10.20

10.20.1

10.21

Exchange Commission on March 30, 2006).

Amendment #1 to Dealer Agreement by and among Conn Appliances, Inc., CAl, L.P., Federal
Warranty Service Corporation and Voyager Service Programs, Inc. effective as of July 1, 2005
(incorporated herein by reference to Exhibit 10.19.1 to Conn’s, Inc. Form 10-K for the annual period
ended January 31, 2006 (File No. 000-50421) as filed with the Securities and Exchange Commission
an March 30, 2006).

Amendment #2 to Dealer Agreement by and ameng Conn Appliances, Inc., CAl, L.P., Federal
Warranty Service Corporation and Voyager Service Programs, Inc. effective as of July 1, 2005
{(incorporated herein by reference to Exhibit 10.19.2 to Conn’s, Inc. Form 10-K for the annual period
ended January 31, 2006 (File No. 000-50421) as filed with the Securities and Exchange Commission
on March 30, 20086).

Amendment #3 to Dealer Agreement by and among Conn Appliances, Inc., CAl, L.P., Federal
Warranty Service Corporation and Voyager Service Programs, Inc. effective as of July 1, 2005
{incorporated herein by reference to Exhibit 10.19.3 to Conn’s, Inc. Form 10-K for the annual period
ended January 31, 2006 (File No. 000-50421) as filed with the Securities and Exchange Commission
on March 30, 2006).

Amendment #4 to Dealer Agreement by and among Conn Appliances, Inc., CAl, L.P., Federal
Warranty Service Corporation and Voyager Service Programs, Inc. effective as of July 1, 2005
(incorporated herein by reference to Exhibit 10.19.4 to Conn’s, Inc. Form 10-K for the annual period
ended January 31, 20086 (File No. 000-50421) as filed with the Securities and Exchange Commission
on March 30, 2006).

Service Expense Reimbursement Agreement between Affiliates Insurance Agency, Inc. and
American Bankers Life Assurance Company of Florida, American Bankers Insurance Company
Ranchers & Farmers County Mutua! Insurance Company, Voyager Life Insurance Company and
Voyager Property and Casualty Insurance Company effective July 1, 1998 (incorporated herein by
reference to Exhibit 10.20 to Conn’s, Inc. Form 10-K for the annual period ended January 31, 2006
(File No. 000-50421) as filed with the Securities and Exchange Commission on March 30, 2006).

First Amendment to Service Expense Reimbursement Agreement by and among CAl, L.P., Affiliates
Insurance Agency, Inc., American Bankers Life Assurance Company of Florida, Voyager Property &
Casualty Insurance Company, American Bankers Life Assurance Company of Florida, American
Bankers Insurance Company of Florida and American Bankers General Agency, Inc. effective July 1,
2005 (incorporated herein by reference to Exhibit 10.20.1 to Conn’s, Inc. Form 10-K for the annual
period ended January 31, 2006 (File No. 000-50421) as filed with the Securities and Exchange
Commission on March 30, 20086).

Service Expense Reimbursement Agreement between CAl Credit Insurance Agency, Inc. and
American Bankers Life Assurance Company of Florida, American Bankers Insurance Company
Ranchers & Farmers County Mutual Insurance Company, Voyager Life Insurance Company and
Voyager Property and Casualty Insurance Company effective July 1, 1998 (incorporated herein by
reference to Exhibit 10.21 to Conn’s, Inc. Form 10-K for the annual period ended January 31, 2006
(File No. 000-50421) as filed with the Securities and Exchange Commission on March 30, 2006).

First Amendment to Service Expense Reimbursement Agreement by and among CAl Credit
Insurance Agency, Inc., American Bankers Life Assurance Company of Florida, Voyager Property &
Casualty Insurance Company, American Bankers Life Assurance Company of Florida, American
Bankers Insurance Company of Florida, American Reliable Insurance Company, and American
Bankers General Agency, Inc. effective July 1, 2005 (incorporated herein by reference to Exhibit
10.21.1 to Conn’s, Inc. Form 10-K for the annual period ended January 31, 2006 (File No. 000-
50421) as filed with the Securities and Exchange Commission on March 30, 2006).

Consolidated Addendum and Amendment to Service Expense Reimbursement Agreements by and
among Certain Member Companies of Assurant Solutions, CAl Credit Insurance Agency, Inc. and
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Affiliates Insurance Agency, Inc. effective April 1, 2004 (incorporated herein by reference to Exhibit
10.22 to Conn’s, Inc. Form 10-K for the annual period ended January 31, 2006 {File No. 000-50421)
as filed with the Securities and Exchange Commission on March 30, 2006).

Series 2006-A Supplement to Base Indenture, dated August 1, 2006, by and between Conn
Funding il, L.P., as Issuer, and Wells Fargo Bank, National Association, as Trustee (incorporated
herein by reference to Exhibit 10.23 to Conn's, Inc. Form 10-Q for the quarterly périod ended July
31, 2006 (File No. 000-50421) as filed with the Securities and Exchange Commission on September
15, 2006)

Fourth Amended and Restated Subordination and Priority Agreement, dated August 31, 2006 by
and among Bank of America, N.A. and JPMorgan Chase Bank, as Agent, and Conn Appliances, Inc.
and/or its subsidiary CAl, L.P (incorporated herein by reference to Exhibit 10.24 to Conn’s, Inc. Form
10-Q for the quarterly period ended October 31, 2006 (File No. 000-50421) as filed with the
Securities and Exchange Commission on November 30, 2006).

Fourth Amended and Restated Security Agreement, dated August 31, 2006, by and among Conn
Appliances, Inc. and CAl, L.P. and Bank of America, N.A (incorporated herein by reference to Exhibit
10.24.1 to Conn’s, Inc. Form 10-Q for the quarterly period ended October 31, 2006 (File No. 000-
50421) as filed with the Securities and Exchange Commission on November 30, 2006).

Letter of Credit and Reimbursement Agreement, dated September 1, 2002, by and among CAl, L.P.,
Conn Funding I, L.P. and SunTrust Bank (incorporated herein by reference to Exhibit 10.25 to
Conn’s, Inc. Form 10-Q for the quarterly period ended October 31, 2006 (File No. 000-50421) as
filed with the Securities and Exchange Commission on November 30, 2006).

Amendment to Standby Letter of Credit dated August 23, 2006, by and among CAl, L.P., Conn
Funding If, L.P. and SunTrust Bank (incorporated herein by reference to Exhibit 10.25.1 to Conn's,
Inc. Form 10-Q for the quarterly period ended October 31, 2006 (File No. 000-50421) as filed with
the Securities and Exchange Commission on November 30, 2006).

Amendment to Standby Letter of Credit dated September 20, 2006, by and among CAl, L.P., Conn
Funding Hl, L.P. and SunTrust Bank (incorporated herein by reference to Exhibit 10.25.2 to Conn's,
Inc. Form 10-Q for the quarterly period ended October 31, 2006 (File No. 000-50421) as filed with
the Securities and Exchange Commission on November 30, 2008). ,

Statement re: computation of earnings per share is included under Note 1 to the financial
statements.

Subsidiaries of Conn's, Inc. (incorporated herein by reference to Exhibit 21-to Conn's, Inc.
registration statement on Form S-1 (file no. 333- 109046) as filed with the Securities and Exchange
Commission on September 23, 2003).

Consent of Ernst & Young LLP (filed herewith).

Rute 13a-14(a)/15d-14{a) Certification (Chief Executive Officer} (filed herewith).

Rule 13a-14(a)/15d-14(a) Certification (Chief Financial Officer} (filed herewith).

Section 1350 Certification (Chief Executive Officer and Chief Financial Ofﬁ'cer) {furnished herewith}.

Subcertification by Chief Operating Officer in support of Rule 13a-14{a)/15d-14(a) Certification (Chief
Executive Officer) (filed herewith).

Subcertification by Treasurer in support of Rute 13a-14(a)/15d-14(a) Certification {(Chief Financial
Officer} (filed herewith).

Subcertification by Secretary in support of Rule 13a-14(a)/15d-14(a) Certification (Chief Financial
Officer) (filed herewith},

Subcertification of Chief Operating Officer, Treasurer and Secretary in support of Section 1350
Certifications (Chief Executive Officer and Chief Financial Officer) {furnished herewith).

Management contract or compensatory plan or arrangement.
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CONN S, INC.
3295 College Street |
Beaumont, Texas 77701
(409) 832-1696

. - . -
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NOTICE OF 2007 ANNUAL MEETING OF STOCKHOLDERS
To Be Held May 30, 2007

To the Stockholders of Conn's, Inc.:

P LRI

NOTICE IS HEREBY GIVEN that the 2007 annual meeting of stockholders of Conn's, Inc. wifl be held on
Wednesday, May 30, 2007, at 3295 College Street Beaumont, Texas 77701, commencmg at 10 00 A M.’

local time, for the following purposes AN I U URLEARTIN
to elect nine {9) directors; Sl A
2. to ratify the Audit Committee’s appointment of Emst & Young: LLP/as our

independent public accountants for the fiscal year ending January 31, 2008; and |
3. to transact such other business as may properly come before the meeting.

A copy of the proxy statement relating to the 2007 annual meeting of stockholders, in which the
foregoing matters are described in more detail, and ‘our Annual Report on Form 10-K outlining our
operations for the fiscal year ended- Janualy 31, 2007, accompanies this notice of-2007:annual meeting of
stockholders. For your additional convenience, the Company is posting a copy of this Proxy Statement
and the Annual Report on Form 10-K for the fiscal year ended. January-31,"2007 on the, Company’s
website at www.conns.com, under “investor relations - annual meeting information”.

LAy

Only stockholders of record at the close of business on April 13, 2007 are entitled to notlce of and
to vote at the 2007 annual meeting of stockholders or any ad]ournment thereof. A I|st “of such
stockholders, arranged in alphabetical order and showing’ the address of and the: humber of shares
registered in the name of each such stockholder, will be available for examination by any stockhoider for
any purpose relating to the meeting during ordinary business_hours for a period of at least ten days prior
to the meeting at the principal off ices of the Company located at 3295 Collegé Street Beaumont, Texas
77701.

Your vote is important. Whether or not you expect to be present at the meetmg, please
complete, sign, date and return promptly the enclosed form of proxy |n the enclosed pre-
addressed, postage-paid return envelope.

By ‘Order of the Board of Directors,’

/s/ Sydney K. Boone, Jr. - - -
SYDNEY K.BOONE, JR. "~ = ’
. Secretary .
April 25, 2007 oo Cgit ,
Beaumont, Texas A o

i L P2

This proxy statement is first being mailed to our stockholders on or,about .l1\p"ril 27,'2_007.'




Date:
Time:
Location:

Record Date and
Number of Votes:

Agenda:

Proxies:

Proxies
Solicited By:

First Mailing Date:

Revoking Your
Proxy:

PROXY STATEMENT

2007 ANNUAL MEETING OF STOCKHOLDERS

May 30, 2007
10:00 AM. local time
Conn's, Inc., 3295 College Street, Beaumont, Texas 77701

Aprit 13, 2007. Holders of our common stock are entitled to one vote for each
share of common stock they owned as of the close of business on April 13, 2007.
You may not cumulate votes.

1. to elect nine directors;

2. to ratify the Audit Committee’s appointment of Ernst & Young, LLP as our
independent public accountants for the fiscal year ending January 31, 2008;
and

3. to transact such other business as may properly come before the meeting.

Unless you tell us on the enclosed form of proxy to vote differently, we will vote
signed returned proxies "FOR" the board nominees. The proxy holders will use
their discretion on other matters. If a nominee cannot or will not serve as a
director, the proxy holders will vote for a person whom they believe will carry on
our present policies.

The Board of Directors

We are first mailing this Proxy Statement and the form of proxy on or about April
27, 2007.

You may revoke your proxy before it is voted at the meeting. To revoke your

proxy, follow the procedures listed on page 2 under "General Information
Regarding the 2007 Annual Meeting of Stockholders; Revocation of Proxies."

PLEASE VOTE BY RETURNING YOUR PROXY. YOUR VOTE IS IMPORTANT.
Prompt return of your proxy will help reduce the costs of re-solicitation.
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GENERAL INFORMATION REGARDING THE 2007 ANNUAL MEETING OF STOCKHOLDERS

[ T L ' R T

Quorum e .

The holders of a majority of the outstanding shares of common stock entitled to vote at the 2007
annual meeting of stockholders, represented in person or by proxy, will constitute a quorum at the
meeting. However, if a quorum is not present or represented at the meeting, the stockholders entitled to
vote at the meeting, present in person or-represented by proxy, have the power to adjourn the meeting,
without notice, other-than by announcement at the meeting, until a quorum is present or represented. At
any such adjournéd meeting at which a quorum is present or represented, any business may be
transacted that might have been transacted at the original meeting.

Votes Required to Approve Proposals -

To be elected, directors must receive a plurality of the shares voting in person or by proxy,
provided a quorum exists. A plurality means receiving the largest number of votes, regardless of whether
that is a majority. A majority of the votes cast is required to approve the ratifi catlon of Ernst & Young, LLP
as our independent public accountants, provided a quorum exlsts

Record Date, Shares Outstanding and Number of Votes

+
'

Only stockholders of record as of the close of business on April 13, 2007, the record date set for
the meeting by our board, are entitled to notice of and to vote at the meeting or any adjournments of the
meeting. On the record date, there were 23,543,160 shares of our common stock issued and cutstanding
and entitled to vote. Each share of common stock entities the holder to one vote per share.

Method of Counting \(dtes, Abstentions arr'd_Broker Non-Votes

Votes cast by proxy or in person will be counted by the mspector of election appointed by the
Company. . T . .

Those who fail to return a proxy or who do not attend the meeting will not count towards
determining any required quorum, plurality or majority of votes cast. Stockholders and brokers returning
proxies ar attending the meeting who abstain from voting on the election of directors or on the proposal to
ratify Ernst & Young, LLP as our independent public accountants will count towards determining a
quorum. Such abstentions will have no effect on the election of our directors and will not impact how the
shares in the Conns Voting Trust are voted, which votes in the same: proportion as the votes cast "for
and’ agamst a proposal by all.other sharehoiders not counting abstentions. s

Brokers holdmg shares of record for customers generally are not entitied to vote on certam
matters uniess they receive voting instructions.from their customers. - Brokers are permitted to vote.on
routine, non-controversial proposals-in instances where they have not received voting instructions from
the beneficial owner of -the. stock, e.g., ratification of independent public accountants, but are not
permitted to vote on non-routine -matters. In the event that a broker does not receive voting instructions
for non-routine. matters, a broker may -notify us that it lacks voting authority to vote those shares. These
"broker non-votes" refer to votes that could have been cast on the matter in question by brokers with
respect to uninstructed shares if the brokers had received their customers' instructions. The inspector of
election will treat broker non-votes as shares-that are present and entitled to vote for the purpose of
determining the, presence of a quorum.. However, for the purpose of determining the outcome of any
matter as to which the broker has indicated on the proxy that it does not have discretionary authority to
vote, those shares will be treated as not present and - not entitled to vote-with respect to that matter (even
though those shares are considered entitled to vote for quorum purposes and may be entitled to vote on
other matters). These broker non-votes will have no effect on the outcome of the election of our directors
or on the proposal to ratify Ernst & Young, LLP as our independent public accountants.

How the Proxies Will. Be Voted

The enclosed proxies will be voted in accordarlce with the instructions you place on the form of
proxy. Unless you tell us on the enclosed form of proxy to vote differently, we will vote signed returned



proxies "FOR" the board nominees and “FOR" ratification of the selection of Emst & Young as our
independent public accountants for our fiscal year ending January 31, 2008 . The proxy holders will use
their discretion on other matters. If a nominee cannot or will not serve as a director, the proxy holders will
vote for a person whom they believe will carry on our present policies.

Pursuant to the terms of a voting trust agreement entered into by Stephens Group, Inc., Stephens
Inc. and certain affiliates of Stephens Inc., which collectively own approximately 47% of our common
stock, unless the voting trust is revoked, the trustee of the voting trust must vote the shares of common
stock held by the voting trust "FOR" or "AGAINST" any proposal or other matter submitted to the
stockholders of the company for approval in the same proportion as the votes cast "FOR" and "AGAINST"
such proposal or other matter by all other stockholders, not counting abstentions. Therefore, each proxy
received voting "FOR" or "AGAINST" any proposal will result in a proportionate number of shares held in
the voting trust to be voted "FOR" or "AGAINST" a proposal. Abstentions and broker non-votes will not
impact how the shares in the voting trust are counted.

Revocation of Proxies

You may revoke your proxy before it is voted. Any stockholder returning the enclosed form of
proxy may revoke such proxy at any time prior to its exercise by:

. delivering a signed proxy, dated later than the original proxy, to our transfer agent,
Computershare., at 250 Royall Street, Canton, Massachusetts 02021, Attention: Patrick
E. Thebado (please make sure our transfer agent receives your proxy at least two
business days prior to the date of the meeting);

. delivering a signed, written revocation letter, dated later than the proxy, to our transfer
agent, Computershare, at 250 Royall Street, Canton, Massachusetts 02021, Attention:
Patrick E. Thebado (please make sure our transfer agent receives your revocation letter
at least two business days prior to the date of the meeting); or

. attending the meeting and voting in person (attending the meeting alone will not revoke
YOur proxy).

rYour last vote is the vote that will be counted.
Stockholder Proposals and Other Business

From time to time, stockholders seek to nominate directors or present proposals for inclusion in
our proxy statement and form of proxy for consideration at an annual meeting of stockholders. To be
included in our proxy statement and form of proxy or considered at our next annuai meeting, you must
timely submit nominaticns of directors or proposals, in addition to meeting other legal requirements. We
must receive your nominations and/or proposals for the 2008 annual meeting no later than December 29,
2007 for possible inclusion in the proxy statement or for possible consideration at the meeting no earlier
than December 29, 2007 or later than January 28, 2008. However, if the date of the 2008 annual meeting
changes by more than 30 days from the date of this years meeting, then we must receive your
nominations and/or proposals within a reasonable time before we begin to print and mail our proxy
materials. : '

We do not intend to bring any business before the 2007 annual stockholders meeting other than
the matters described in this proxy statement nor have we been informed of any matters that may be
presented at the meeting by others. If however, any other business should properly arise, the persons
appointed in the enclosed proxy have discretionary authority to vote in accordance with their best
Jjudgment. to- : '

Solicitation of Proxies

The cost of soliciting proxies will be borne by the Company. In addition to the solicitation of
proxies by mail, solicitation may be made by our directors, officers and employees by other means,
including telephone, email or in person. No special compensation will be paid to directors, officers or
employees for the solicitation of proxies. To solicit proxies, we also will request the assistance of banks,
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brokerage houses and other custodians, nominees or fiduciaries, and, upon request, will reimburse such
organizations or individuals for their reasonable expensas in forwarding soliciting materials to beneficial
owners and in obtaining authorization for the execution of proxies.

Annual Report

The booklet containing this proxy statement also contains our Annual Report to Stockholders on
Form 10-K, including audited consolidated financial statements for the year ended January 31, 2007. The
booklet has been mailed to all stockholders of record as of the close of business on April 13, 2007. Any
stockholder that has not received a copy of our annual report may obtain a copy, without charge, by
writing to us at 3285 College Street, Beaumont, Texas 77701, Attention: Sydney K. Boone, Jr., Corporate
General Counsel. You may also obtain a copy of this proxy statement and Form 10-K together with all of
our SEC filings through the Company's website at www.conns.com and at the SEC's website at

www.sec.qov.
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PROPOSALS FOR STOCKHOLDER ACTION

PROPOSAL ONE: S
ELECTION OF DIRECTORS
et RO - R BRI A R . ' T e o :
Number of Dtrectors to be Elected . .o Sod et L " £

L ' aoe ot S . s .. , cp e .

- Qur board is’ currently constttuted with:nine darector posﬂmns all :of. whtch posntlons are. to be
elected &t the 2007 annual meeting of stockholders.. The nine directors elected-at the annual meeting will
hold office .until the 2008 annual meeting of stockholders or until their respective successors have been
elected.and qualified or their earlier death resignation or removal. You may not vole for a greater: number
of directors than those nominated. .

Board Nominees

Qur board of directors met in March 2007 and considered the candidates for election to the board
at the 2007 annual meeting. A majority of our independent directors recommended that the board
nominate:

Thomas J. Frank, Sr.
Marvin D. Brailsford
Jon E.M. Jacoby
Bob L. Martin
Douglas H. Martin
William C. Nylin, Jr.
Scott L. Thompson
Wiltiam T. Trawick
Theodore M. Wright

for re-election to the Board at the 2007 annual meeting. Each of the nominated directors were elected
and served on the board of directors from the 2006 annual meeting. In making these recommendations,
the independent directors considered the requirements and qualifications discussed under "Board of
Directors; Nominating Policies” on page 11 of this Proxy Statement. Based on this recommendation, our
board has nominated:

Thomas J. Frank, Sr.
Marvin D. Brailsford
Jon E.M. Jacoby
Bob L. Martin
Douglas H. Martin -
Wiltiam C. Nylin, Jr.
Scott L. Thompson
William T. Trawick
Theodore M. Wright

to be elected by the stockholders at the 2007 annual meeting. All nominees have consented to serve as
directors. The board has no reason to believe that any of the nominees will be unable or unwilling to act
as a director. In the event any of these nominated directors is unable to stand for election, the board of
directors may either reduce the size of the board or designate a substitute.

For biographical information regarding each of the board's nominees for director, please refer to
“Board of Directors; Board Nominees" on page 6 of this Proxy Statement.

We Recommend That You Vote For Each Of The Board Nominees.




PROPOSAL TWO:
RATIFICATION OF THE SELECTION OF INDEPENDENT
PUBLIC ACCOUNTANTS

Ernst & Young LLP served as our independent public accountants for the fiscal year ended
January 31, 2007. The Audit Committee of the Board has selected Ernst & Young, LLP as our
independent public accountants for the fiscal year ending January 31, 2008. Qur Board of Directors has
further directed that we submit the selection of our independent public accountants for ratification by the
stockholders at the 2007 Annual Meeting. Stockholder ratification of the selection of Emst & Young, LLP
as our independent public accountants is not required by our Bylaws or otherwise. However, the Board is
submitting the selection-of Ernst & ‘Young, LLP to the stockholders for ratification as a matter of good
corporate practice. The Audit Committee believes it to be in the best interests of our stockholders to retain
Emst & Young, |.LP as cur independent public accountants for the fiscal year ended January 31, 2008. if
the stockholders fail*to ratify the selection, the Audit Committee will reconsider whether or not to retain
Emst & Young, LLP. Even if the selection is ratified, the Audit Committee in its discretion may direct the
appointment of a different independent public accounting firm at any time during the year if they
determine that such a change would be in our best interests and those of our stockholders. .The Audit
Committee annually reviews the performance of our independent public accountants and .the, fees
charged for their-services.. The Audit Committee anticipates, from time to -time, obtaining competitive
proposals from other.independent public accounting firms_for our annual audit. Based upon the Audit
Committee's analysis of this. information, we will determine which independent public accounting firms to
engage to perform our annual audit each year. Representatives of Ernst & Young, LLP will attend the
2007 annual meeting of stockhalders and will be available to respond {o appropriate questions that may
be asked by stockholders.  These representatives will also have an opportunlty to make a statement at
the meeting if they deswe to do 50.: : Lo

.

We Recommend That You Vote For the Ratlf‘ cation of Ernst & Young, LLP As Our Independent ,
Public Accounting Flrm ) . ‘




BOARD OF DIRECTORS
Board of Director Nominees:

Thomas J. Frank, Sr. was appointed as our Chairman of the Board and Chief Executive Officer
in 1994, He has-been employed by us for 47 years, has been a member of our board of directors since
1980 and has held every key management position within the organization, including responsibilities for
distribution, service, credit, information technology, accounting and general operations. Mr. Frank holds a
B.A. degree in industrial arts from Sam Houston State University and attended graduate courses at Texas
A&M University. Mr. Frank completed the SCMP course at Harvard University. Mr. Frank is 67years old:

Marvin D. Brailsford has served as a director since September 2003. From 1996 until 2002,
General Brailsford served as Vice President-Material Stewardship Project Manager for the U.S.
government's Rocky Flats Environmental Technology Site where he was responsible for managing
engineered systems and commaodities purchasing. From 1992 to 1996, General Brailsford was president
of- the Brailsford Group, Inc., a management consulting company, and served as president of Metters
Industries, Inc., an information technology and systems engineering company, during this time period. In
1992, he retired from the U.S. Army as a Lieutenant General, after 33 years of service, most recently
where he served as Deputy Commanding General Materiel Readiness/Executive Director for
Conventional Ammunition at the U.S. Materiel Command in Alexandria, Virginia. Since 1996, General
Brailsford has served on the board of directors of lllinois Tool Works, Inc. and has been a member of its
audit committee and chairman of its corporate governance and nominating committee. He also serves or
has served on the boards of directors of various private and governmental entities. General Brailsford
earned a B.S. degree in biology from Prairie View A & M University and a M.S. degree in bacteriology
from lowa State University. He is also a graduate of the Executive Program at the Graduate School of
Business Administration, University of California at Berkley; Harvard University's John F. Kennedy School
of Government; the U.S. Army Command and General Staff College; and the Army War College. General
Brailsford is 68 years old.

Jon E. M. Jacoby has served as a director since April 2003. In September 2006 Mr. Jacoby was
elected Vice Chairman and Senior Principal of Stephens Group LLC, a family-owned investment
company, and, on June 30, 2006, was elected as Executive Vice President of SF Holdings, Inc., formerly
known as The Stephens Group, Inc. In September 2003, he retired as a Vice Chairman of Stephens Inc.,
where he was employed since 1963. His positions included Investment Analyst, Assistant to the President
and Manager of the Corporate Finance Department and the Special Investments Department for
Stephens Group, Inc. Mr. Jacoby serves on the board of directors of Delta and Pine Land Company,
Power-One, Inc. and Eden Bioscience Corporation. He received his B.S. from the University of Notre
Dame and his M.B.A. from Harvard Business Schocl. Mr. Jacoby is 68 years old.

Bob L. Martin has served as director since September 2003. Mr. Martin has over 32 years of
retailing and merchandising experience. Prior to retiring from the retail industry in 1999, he headed the
international operations of Wal-Mart International, Inc. for 15 years. From 1968 to 1983 Mr. Martin was
responsible for technology services for Dillard’s, Inc. He currently serves on the board of directors of
Gap, Inc., Sabre Holdings Corporation, Furniture Brands international and Guitar Center, Incorporated.
He has experience as chairman of the corporate governance committee and compensation committee,
and has been a member of the audit commitiee of publicly held companies. Mr. Martin attended South
Texas University and holds an honorary doctorate degree from Southwest Baptist University. Mr. Martin
is 58 years old.

Douglas H. Martin has served as a director of the predecessor to the Company since 1298, and
was appointed a director of the Company in September 2003, when it became a publicly held entity. Mr.
Martin is an Executive Vice President of Stephens Inc. where he has been employed since 1981. He is
responsible for the investment of the firm's capital in private companies. Mr. Martin serves as a member
of the board of directors of numerous privately held companies. He received his B.A. in physics and
economics from Vanderbilt University and his M.B.A. from Stanford University. Mr. Martin is 53 years old.

6




William C. Nylin, Jr. was appointed to our board as Executive Vice Chairman of the Board by the
board of directors on March 28, 2006, to fill the newly created ninth board position. Dr. Nylin has served
as our Chief Operating Officer since 1995. From 1995 until April 1, 2006, Dr. Nylin also served as our
President. He was a director of the predecessor to the Company commencing in 1993, and remained a
member until September 2003, when the Company became a publicly held entity. In addition to
responsibilities as Executive Vice Chairman and Chief Operating Officer, Dr. Nylin has direct
responsibility for credit granting and collections, information technology, risk management, distribution,
and service. From 1984 to 1995, Dr. Nylin held several executive management positions, including
Deputy Chancellor and Executive Vice President of Finance and Operation, at Lamar University in
Beaumont, Texas. Dr. Nylin obtained his B.S. degree in mathematics from Lamar University, and holds
both a masters and doctorate degree in computer sciences from Purdue University. He has also
completed a post-graduate program at Harvard University. Dr. Nylin is 64 years old.

Scott L. Thompson has served as a director since June 2004. Mr. Thompson is recently retired
from Group 1 Automotive where he played a major role in the founding and subsequent growth of that
New York Stock Exchange listed and Fortune 500 Company. He served as Executive Vice President,
Chief Financial Officer and Treasurer of Group 1 from February 2002 until his retirement in January 2005.
Frorm 1996 until February 2002, Mr. Thompson served as Senior Vice President, Chief Financial Officer
and Treasurer of Group 1. From 1991 to 1996, Mr. Thompson served as Executive Vice President,
Operations and Finance for KSA Industries, Inc., a billion dollar diversified enterprise with interests in
automotive retailing, investments, energy and professional sports. Mr. Thompson is also a director of
UAP Holding Corp. and Houston Wire and Cable. Mr. Thompson has extensive experience in automotive
retailing, investments, energy and professional sports and is a certified public accountant. Mr. Thompson
is 48 years old.

William T. Trawick has served as a director of the Company since September 2003, when the
Company became a publicly held entity. Since August 2000, Mr. Trawick has served as Executive
Director of NATM Buying Corporation where he oversees the administrative activities of the multi-billion
dollar regional group purchasing program of which we are a member. He also functioned as a consultant
to our merchandising department until September, 2006. From September 1996 to July 1999, Mr. Trawick
served as our Vice President of Merchandising and was responsible for all product purchasing,
merchandising and store operations. Mr. Trawick is 60 years old.

Theodore M. Wright has served as a director since September 2003, when the Company
became a publicly held entity. Mr. Wright served as the President of Sonic Automotive, Inc., a New York
Stock Exchange listed and Fortune 300 automotive retailer, from October 2002 until his retirement in April
2005. Previously Mr. Wright served as its chief financial officer from April 1997 to April 2003. From 1995
to 1997, Mr. Wright was a Senior Manager in Deloitte & Touche LLP’s Columbia, South Carolina office.
From 1994 to 1995, he was a Senior Manager in Deloitte & Touche LLP's National Office of Accounting
Research and SEC Services Department. Mr. Wright received a B.A. from Davidson College. Mr. Wright
is 44 years old.

These directors will serve one year terms which expire at our 2008 annual meeting of
stockholders.

Nomination Policies and Procedures Governance

In preparation of our initial public offering, we conducted a thorough process of selecting qualified
directors for our board. All directors whose terms expire at this annual meeting, except Mr. Jacoby, Dr.
Nylin, and Mr. Thompson, were appointed in September 2003 in preparation for that offering. Mr. Jacoby
was appointed to our board in April 2003, Mr. Thompson was appointed to our board in June 2004, and
Dr. Nylin was appointed to our Board in March 2006. We do not currently have a standing nominating
committee. Our board believes that at this time it would not be a prudent use of our board’s resources to
have a separate nominating committee and those resources are better utilized on our other committees
and board functions. Thus, in accordance with Nasdaq rules, a majority of our independent directors
recommend and will continue to recommend director nominees for the board’s selection.

The goal of our board has been, and continues to be, to identify nominees for service on the
board of directors who will bring a variety of perspectives and skills from their professional and business
experience. In furtherance of this goal, our board has adopted nominating policies and procedures which
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are avaitable on our website at www.conns.com under. “Investor Relations ~ Governance”. The
independent directors will consider candidates for nomination proposed by stockholders so long as they
are made in accordance with the provisions of Section 2.14 of our Bylaws: ' M

For the independent directors to consider candidates recommended by stockholders, Section
2.14 of our Bylaws requires that the stockholder provide written notice to our Secretary no later than the
close of business on the ninetieth (90™) day nor earlier than the close of business on the one hundred
twentieth (120™) day prior to the anniversary date of the proxy statement for the immediately preceding
annual meeting of the stockholders. The notice to our Secretary must set forth (a) as to each person
whom the stockholder proposes to nominate for election or re-election as a director, information relating
to such person that is required to be disclosed in solicitations of proxies for election -of directors, or is
otherwise required, in each case pursuant to Regulation 14A under the Securities Exchange Act of 1934
{(including such person’s written consent to being named in the proxy statement as a nominee and to
serve as a director if elected); (b) as to any other business that the stockholder proposes to bring before
the meeting, a brief description of such business, the reasons for conducting such business at the
meeting and any material'interest in the business by the stockholder and the beneficial owner, if any, on
whose behalf the proposal is made; and (c) as to the stockholder giving. the notice and the beneficial
owner, if any,.on whose behalf the nomination or proposal is made (i) the name and address, as they
appear on the company's books, of such stockholder and beneficial owner; and (i) the class and number
of shares of the company that are owned beneficially and held of record by such stockholder. and such
beneficial owner. Notwithstanding this procedure, the Board :may, .in its discretion,. exclude from any
proxy materials set to stockholders any matters that may properly be excluded under the Exchange Act,
Securities and Exchange Commission rules or other applicable laws.

The independent directors believe that the minimum requirements for a person to be qualified to
be a member of the board of directors, are that-a person must (i} be an individual of the highest character
and integrity and have an inquiring mind, vision, a willingness to ask hard questions and the ability to
work well with others, (ii) be free of any conflict of interest that would violate any applicable law or
regulation or interfere with the proper and reasonable performance of the responsibilities of a director; (iii)
be willing and able to devote sufficient time to the affairs of the company and be diligent in fulfilling the
responsibiliies of a director and board committee member. (including developing. and maintaining
sufficient knowledge of the company and its industry; reviewing and analyzing reports and other
information important to the board and committee responsibilities; preparing for, attending and
participating in board and committee meetings; and satisfying appropriate orientation and .continuing
education guidelines); and (iv) have the capacity and desire to represent the balanced, best interest of the
stockholders as a whole and not primarily a special interest group or constituency. The mdependent
directors evaluate whether certain individuals possess the foregoing qualities and recommends to the
board for nomination candidates for election or re-election as directors at the annual meeting of
stockholders, or if applicable, at a special meeting of stockholders. This process is,the same regardless
of whether the nominee is recommended by our board or one of our stockholders.

Independent Board Composition

Nasdagq requires that a majority of the board of directors of a listed company be “independent”.
Nasdaq's rules provide that an independent director is a person other than an officer or employee of the
company or its subsidiaries or any other individual having-a relationship that, in the opinion of the
company's board of directors, would interfere with the exercise of independent judgment in carrying out
the responsibilities of a director. . Utitizing-and applying the rules of Nasdaq as to whether a director is
considered to not be independent, the board has determined during fiscal 2007 that the following
directors are independent as defined by NASD listing standards: Marvin D. Brailsford, Jon E.M. Jacoby,
Bob L. Martin, William T. Trawick, Scott L. Thompson, and Theodore M. Wright.

In the course of determination of .each director's independence, the board considered
Mr. Jacoby's service as Vice Chairman and Senior Principal of Stephens Group LLC, a merchant banking
firm, and as Executive Vice President of SF Holdings, Inc. Warren Stephens owns 50% of SF Holdings,
Inc. and the other 50% is-owned by the owners of Stephens Group LLC. Stephens Group, LLC and SF
Holdings, Inc. were each a part of the Stephens Group, Inc., which, along with certain affiliates and family
members of the Stephens Family beneficially, own approximately 47% percent of the outstanding shares
of Conn’s, together with Mr. Jacoby's direct and indirect ownership of common stock of Conn's. Warren
Stephens owns 100% of Stephens Inc., the former investment banking group of Stephens Group, inc.
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Mr.rJacoby retired frorn ‘Stephéns Group,-Inc.£in.2003; but continued to serve as a director of Stephens
Group, Inc.: until.2006. *Until- 2006, Stephens.Group, Inc: owned.Stephens,sInc.. « Stephens;. Inc.t has
provided investment banking and brokerage services ‘to us in-the past. :After taking .intoaccount.such
positions held by Mr. Jacoby with a significant shareholder, given his exercise of independent judgment
as one of our directors over the years, the fact that Mr. Jacoby is not involved with Stephens, Inc., the
investment banking firm, and his lack of controf of the voting of common stock, our board of directors
determined that above-described relationship would not interfere with the exercise of his independent
judgment in carrying out his responsibilities as one of our directors.

" " The independent directors of the board held executive sessions at each meeting of the board of
directors during fiscal 2007. < <)+ » 7 v s e DTG DI N AT T
Board Meetings
During fiscal 2007, the board: held fourregularly scheduled meetings and one_telephonic-meeting.

Each person:serving as,a director during fiscal 2007 attended at least seventy-five percent (75%) of the
board-meetings held during.the period he_served as, director.during fiscal 2007 ~except for.Bob L. Martin

who attended sixty percent (60%) of the:board meetings: P L L LU B

U I I D L% 3 S T TP S ST (A Ieit e 417 ° ey
Policy Regarding Director Attendance at the Annual Meeting:of Stockholders ... ".-i il ot
AR A T P T T P Tt (R PR ROt TR A B AL SRR B9 ' SO

It is.our policy:that each: member,of the board of directors is .encouraged to attend our annual
meeting of stockholders. -Each director serving:at the time of last year's annual meeting attended :our

annual meeting of stockholders: ... =t 0f w0 o oo doun e il e g
" U N S R
Committees of the Board
ALERIC T
Audit Committee
SeTEL M e Ll B A R (T AR
. . . The AuditCommittee -recommends..the appointment..of' oursindependentcauditors... It ‘also

approves audit ‘reports .and plans, accounting- policies, ‘audit fees”and certain . other: expenses. In
connection with the:rules.adopted by:the' SEC.and NASD, we adopted a written chartersfor the!Audit
Committee, which is posted ‘on our. website’ at www.conns:com “Under2*Investor Relations”. The'Audit
Committee reviews and reassesses the adequacy of the written charter on'an.annual basis... i . S

~
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‘Méssrs. Wright, -Brailsford and. Thompson serve-on the-Audit Committee. The Audit'Committee
held four regularly scheduled meetings and five telephonic ‘meetings infiscal-2007, each of which:was
attended by all of the members, and one unanimous written consent in lieu of meeting which was
executed by all meffibers:of the Committee.iThe-board.has determined that each of Mr.- Wright.and Mr.
Thompson is.an“auditicommitteesfinancial expert™ as-defined- by SEC rules. In addition,” each'of ithe
members- of the <Audit”Cormimittee is “independent” as defined’ by the .NASD listing.standardsiand .the

Sarbanes<Oxley Act of 2002z 15,0 »- ¢ . 227" & ot h T T KRS CE T e el T
T A (S T AP AR ST SN VEVAR TSUNE TR TR Comoe ¥Ee A
‘c.7. . Compensation Committee i< ™2 MBIT T et s L Al Ladioa oo

e L R TR A T N LI AR 24 Te. TR

The Compensation Committee establishes, reviews and approves the CEO compensation
package, and reviews and:approves other senior executive’ officer compensation..! it also‘evaluates the
compensation” plans, -policies ‘and programs ‘to ‘the -executive -officers ‘of the' company "and makes
recommendations’ to the board ‘of ‘directors concerning such plans, policies and. programs, advises -the
board regarding compensation®plans? policies and programs*applicable to -non-employee™directors=for
their services as a director and administers the Company's stock option, stock purchase and other plans.
The Compensation Committee also evaluates the competitiveness of our compensation and the
performance of our executive officers, including our Chief Executive Officer. In connection with the rules
adopted by the SEC and NASD, the Company adopted a written charter for the.-Compensation
Committee, which is posted on our website at www.conns.com under “Investor Relations.”

: . TR P T T B A T S T N A RN
» Messrs. Jacoby, Trawick, ' and Wright. serve= on the -Compensation Committee:. 'The
Compensation Committee held four regular meetings in fiscal 2007 and one.telephonic meeting, each of
which was aftended by all members of the Committee. All members of the Compensation Committee
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were determined to be independent directors as defined by NASD regulations. Additionat information on
the Committee’s processes and procedures for consideration of executive compensation are addressed
in the Compensation Discussion and Analy5|s section of this proxy statement below.

COMPENSATION DISCUSSION AND ANALYSIS
Overview

We have developed a compensation program for executives and key employees designed to: (i)
reward performance that increases the value of our common stock; (i) attract, retain and motivate
executives and key employees with competitive compensation opportunities; and (iii) build and encourage
ownership of our shares of common stock. Toward these goals, our compensation program has been
designed and implemented to reward our executives for strong financial and operating performance and
leadership attributes and examples, and to coordinate these criteria with those of our shareholders.
These goals are intended to reward our executive officers and encourage their iong term commitment to
the Company. We believe that our compensation programs, consisting of base salary, annual bonus
programs tied to the objective success of our Company's financial performance, and equity incentive
compensation program through granting of stock options tied to the executive officers performance and
retention desires, fulfill our objectives.

Objectives/Reward

Reward Performance: The Company's performance is a key consideration in determining executive
compensation, combined with the continued performance and service to the Company by each executive
officer over-an extended. period of time in the accomplishment of strategic direction and goals, including
specific business objectives. While our compensation policy recognizes that stock price performance is
one measure of performance, given industry business conditions and our long-term strategic direction
and goals, it may not necessarily be the best current measure of executive performance. The Company
compensation packages are based upon a company-wide compensation structure that emphasizes
bhonus compensation based upon company pre-tax income. performance and is consistent for each
position relative to its authority and responsibility..

Altract, Retain and Motivate: Our Company designs our compensation program with the goal to obtain
and retain the benefits of excellent executives in our Company’s significant areas of operations — sales,
merchandising, distribution, product service, consumer credit and training. We understand that we must
be competitive within our industry, and must provide long-term compensation as part of our overall
compensation program, including the extended vesting periods of five (5) years for our stock option
programs for all but three of our employees. This equity compensation aligns our executive officers’
goals with those of our shareholders, in providing for long term growth and related compensation.

Encourage Ownership of our Shares of Common Stock: Equally important in our compensation
objectives is our desire for our executive officers to'obtain and benefit from ownership of our common
stock. This is accomplished through the deferred vesting of our stock aption program, as explained
above, and the resulting accumulation of shares of common stock by our executive officers.

Eiements of and Determining Compensation
Our compensation program consists of three basic elements: (i} base salary; (i) bonus ({both

predetermined and individual performance based); and (iii) equity awards. These components work
together in determining the overall compensation of our executive officers.
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For each of these elements, with the exception of the CEQ, the Compensation Committee in making its
fina! determination, receives recommendations from our Chief Executive Officer, or CEO, and our Chief
Operating Officer, or COO, of the amounts and timing of each, based upon their respective day to day
working knowledge of the performance of each individual and each such individuals areas of
responsibility and expectations for future performance and rewards. The Compensation Committee alone
determines the compensation of the CEQ. The Compensation Committee also relies on its explicit
knowledge of the industry and the Company's peers in determining the final salary, bonus and equity
awards on a comparative basis as deemed appropriate and necessary to reward and maintain the
executives as an integral part of the Company’s executive team and its overall performance and
achievements.

Base Salary: Each executive officer receives a base salary determined by the Compensation Committee
to be commensurate with the officer’'s area of responsibility and that officer's areas of responsibility in
relation to the performance of the Company as a whole. The determination of this component is made at
the first Compensation Committee meeting during the Company's fiscal year, and is set for the ensuing
fiscal year, or at other meetings as deemed necessary by the Compensation Committee. When the base
is determined, it is designed to provide the executive officer with a competitive and equitable living salary.

Bonus: The Compensation Committee establishes our bonus program for all executive officers and other
employees of the Company, after receiving recommendations from the CEO and the CQO for each
individual executive officer and employee with the exception of the CEO. The bonus program is based on
the Company's achievement of predetermined profit goals for the next ensuing fiscal year. Individual
executive officers and other employees’ tevels of bonus, is recommended by the CEQ and the COO, and
determined by the Compensation Committee based upon that officer or employee’s level of responsibility
and ability to affect the performance of his area of responsibility and the Company's performance. At the
end of each fiscal year, the Compensation Committee may additionally establish individual performance
bonus awards for each executive officer and employee upon recommendation by the CEQ and the COOQ.
The Compensation Committee approves the final dispensation of all bonus awards under the plan. The
bonus level determination is made by the Compensation Committee at the first Committee meeting of
each fiscal year for that fiscal year. The base bonus program is pre-determined based upon financial
profit goals of the Company based upon level of financial performance for the applicable bonused fiscal
year over that of the previous fiscal year. The bonuses will vary from year to year. For example, during
the Company's fiscal year 2006, bonuses determined by the Compensation Committee utilizing these
standards were increased through the individual performance of executive officers and employees on the
Company’s performance and the Company's attainment of high profitability as a partial result of the
positive effects of Hurricanes Rita and Katrina on the Gulf Coast, while the actual bonuses paid during
fiscal 2007 were at a lower level due to the use of the 2006 fiscal year financial performance as a base for
the 2007 profit goals.. -

Equity Awards: The Company utilizes its 2003 Amended and Restated Stock Option Plan to grant stock
options to executive officers and other employees to reward and retain them through the potential of
capital gains and equity buildup in the Company. The Compensation Committee determines the number
of stock options to be granted to individuals at its committee meeting following the Company’s third fiscal
quarter of each year, and, if necessary, in subsequent telephonic meetings if necessary to finalize the
grants. The number of options approved by the Compensation Committee for each individual is a part of
the total number of options approved by the Compensation Committee to be distributed to all employees,
with the exception of the CEQ, based on the Compensation Committee’s experience and discussions with
and recommendations by our CEQ and COO. These grants are also partially based on the individual's
deemed value to the Company and the grants previously made to that individual. The exercise price of
each grant is the closing price of our common stock on the date of the approval of the grant. For newly
hired executive officers and other employees, we may grant stock options as necessary to obtain and
retain individuals for such offices. The price of these stock options will be the closing price of our
common stock on the date of approval by the Compensation Committee of the grants for that individual.
The options vest equally over five (5) years on the anniversary date of the grant, except for certain
options granted the CEQ, the COO and the CFO which vest equally over three (3} years from the date of
grant. The vesting schedule for the stock options for the named executive officers are as described in the
table on page 15 hereof. In accordance with the terms of the 2003 Amended and Restated Stock Option
Plan, the stock options granted contain change in control vesting as described on page 16 hereof, to
protect the employee's vested interest in and commitment to the Company for which the grants were
initially awarded.
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Employment Agreements : . oo S
P - . eoers ' LA o . ) Mo ot
Our Chief Executive Officer, Chief Operating Officer and Chief Financial Officer each have been accorded
Employment Agreements expiring on January 31, 2008. ‘Qur Chief Financial Officer announced his
retirement effective January 31, 2008, and as a result: his Employment Agreement was amended to
remove any further obligation of the Company to him beyond that point.for further compensation. Each
employment agreement may be renewed for successive one year periods upon the mutual written
consent of the Company and the executive officer. Under the terms of these employment agreements,
each of these officers is entitled.to payment of an annual salary plus a bonus based upon attainment of
performance goals determined by our Compensation Committee, to participate in our employee benefit
plans and receive options to purchase shares of our common stock. In the event that we terminate the
executive officer's employment other than for cause or we do not renew the employment agreement when
it expires, other than our CFO's employment agreement, we are obligated to pay the executive officer
severance in an amount equal to the executive officer's annual base salary. Under these employment
agreements, the executive agreed to a confidentiality agreement as well as not to.compete with the
Company for period of -one year following the termination of thé Agreement and not to solicit our
employees to work for anyone else-for a period of two years following the termination of the Agreement. .

Other Compensation . oo . : : . . -

We provide our named executive officers with other benefits, as reflected in the All Other Compensation
column in the Summary Compensation Table on page 13, which we believe are reasonable competitive
and consistent W|th the Company s executive compensation program SRR ; R

b " 1

Compensatlon for the Named Executive Off' icers m Fiscal 2007 . - - ! v

i Al

CEO-Compensation : : C

Our CEO'’s annual ‘compensation package was determined in accordance with otr Company’s policies
and procedures for all éxecutive officers. With respect to the Company's fiscal year ended January 31,
2007, the Chief Executive Officer was eligible to receive an annual cash bonus (the - “Incentive
Compensation”), the amount of such bonus determined by the Compensation Committee in accordance
with a pre-established performance goal which satisfies the requirements of Section 1.162-27(e)(2) of the
Trea'sury regulations taking into accoUnt any onetbr more of the following criteria with respect to Cbnn s
pre-tax or after-tax income, EBITA, EBITDA or net income; (c) cash flow, free cash flow or net cash’ form
dperations; (d) earnings per share; (e) value of the Corin’s stock or total return to stockholders; and (f)
any combination of any or all of the foregoing criteria, in each case on an absolute or relative basis. The
Incentive Compensation award for any year may not exceed $1,920,000. Due to the financial
performance of the Company, our CEO received a cash bonus based' on minimum achievement of
financial results, ‘as reflected inthe Summary Compensation.Table. The other components of our CEQ's
compensation package are also reflected in the Summary’ Compensatlon Table and the footnotes
followmg . b r - "

Other Named Executive Off' cers Compensatron !
Each of the other Named ‘Executive Officer's - compensatlon was determined in accordance with our
Company's policies and procedures for aII executive officers, mcludmg bonus, 'stock option and other
benefits. Each of the components'is addressed in the Summary Compensation Table and the footriotes
following for each Named Executlve Off icer: ‘ o .

PR Y
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COMPENSATION COMMITTEE REPORT
The Compensauon Committee has reviewed the Compensation Discussion and Analysns and
discussed the Analysis with Management. Based on its review and discussions with management, the
Committee recommended to our Board of Directors that the Compensation Discussion and Analysis be
included in the Company’s Annual Report on Form 10-K.for fiscal year ended January 31, 2007 and the
Companys 2007 Proxy Statement. This report is prowded by the following independent directors, who
. comprise the Compensation Committee. '

! Jon EM. Jacoby, Chairman .. '
William T. Trawick. . Tt

Theodore M. Wright .+ - ' . !

T
! 3 o - 4

Compensation Tables - . .i ' : ' S

Summary Compensation Table )

@ o[ ) [ @ (e} {f . {9 y - 0O 1
i IS : 1o . - ...+~ |. Changein .
q . o 1 1 ) 7 Pension Valug| _
‘ : Non- and
Equity | Nonqualified
incentive | Deferred
Plan Compen- | All Cther
Name and Principal | Fiscal Stock | Option | Cempen- sation Compens
Position Year | Salary Bonus | Awards | Awards | sation Earnings -ation Total
) ® (8) (%) (% (8 &) {$)
M
Thomas J. Frank, Sr. | 2007] 441,000 500,000 - 16,778 - - 12,157 | 969,935
Chairrnan and CEQ (2)
[David L. Rogers 2007] 240000 147916 - [ 13422] - | - | 11800 413138
CFO {3)
william C. Nyiin, Jr. | 2007] aso000] 3131a47] - { 16778 - | - | 13800 693,725
Execulive Vice 4
Chairman and COO
Timothy L. Frank 2007] 180,000 168416 - | 8300 - | - | 15509 372,225
\President (5)
David W. Trahan 2007] 204000] 168416] - | 8300 - | - | 15309 396,025
Sr. Vice President {6)

{1} Fair value of options granted in the current fiscal year for the requisite service period; see "outstanding equity”
and "grants of plan-based awards" tables for mere information. Information on assumptions used in calculating the
fair value can be obtained from Notes 1 and 7 to the financial statements contained in the Company's annual report
on Form 10-K filed with the SEC on March 29, 2007.

(2) Company matched 401K contributions, $8,800; company-paid portion of health insurance, $3,357.

{3) Company matched 401K contribuions, $8,800; use of automobile (including fuel}, $3,000.

{4) Company matched 401K contributions, $8,800; use of automobile (including fuel), $5,000.

{5) Company matched 401K contributions, $8,800; company-paid portion of health insurance, $4,509; use of
automobile (including fuel), $2,200.

(6) Company matched 401K contributions, $8,800; company-paid portion of health insurance, $4,509; use of
automobile (including fue), $2,600.
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Grants of Plan-Based Awards Table

Estimated Future

payouts under
non-equity

Estinated future payouts,
under equity incentive

incentive plan awards ptan awards
All other| All other '
stock option
awards; | awards; Grant
Number | Number of | Exercise | Date Fair
of securities | or base | Value of
shares under- | price of | Stock andﬂ
Thres- Maxi- | Thres- Maxi- | of stock lying option Option
Name Grant Date| hold | Target| mum | hold |Target|] mum | or units [ options | awards | Awards
60T ) O 7 A ) (#) # (§/Sh} ()
(@) O ol leolololol o () k) ()
Thomas J. Frank, Sr. | 12/4/2006] N/A | NJA | N/A | N/A | N/A | N/A N/A 25,000 22.68| 302,000
|David L. Rogers 12/14/12006] N/A | NIA | N/A | NIA | NIA | NIA | NIA . 20,000 22.68| 241,600
William C. Nylin, Jr. 12/4/2008] NIA | NJA | NIA | N/A | N/A | N/A N/A 25,000 22.68| 302,000
Timothy L. Frank 12/4/2006] N/A | N/A | N/A | NIA | NIA | N/A N/A 20,000 22.68| 249,000
{David W. Trahan 12/4/2006] N/A | N/A | N/JA | N/A | N/A | N/A N/A 20,000 22.68] 249,000
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Outstanding Equity Awards at Fiscal Year End Table

Option Awards Stock Awards
Equity
Incentive
Equity Equity Plan
Incentive Incentive | Awards;
Number of] Number Plan Number Plan Market or
Secur- |of Secur-| Awards: of Market { Awards: Payout
ities ites | Number of Shares | Value of { Number of| Value of
Under- | Under- | Securities or Units |shares or| Unearned | Unearned
lying lying Under- of Stock | Units of | Shares, Shares,
Unexer- | Unexer- lying That Stock | Units or Units or
cised cised | Unexcer- | Option Have That Other Other
Options- | Options- | ¢ised Un- | Exer- Option Not |Have Not| Rights |Rights That
Exer- | Unexer-| eamed | cised | Expiration | Been Been | That Have] Have Not
Name cisable | cisable | Options | Price Date Vested | Vested |Not Vested| Vested
{#) # (#} {$) # ($) (#) ($)
() {b) (c) {d) {e) {f) (g (h) (i) 1)
Thomas J. Frank, Sr. 33,9001 22,600 N/A $14.00] 11/25/2013] NIA N/A N/A N/A
Chairman and CEQ 23,333] 11,667 N/A $17.73] 11/30/2014] N/A N/A N/A NIA
8,333| 16,667 N/A $33.88| 11/30/2015] N/A N/A N/A N/A
0] 25,000 N/A $22.68| 12/4/2016] NIA NIA N/A N/A
David L. Rogers 3,000 2,000 NIA $14.00] 11/25/2013] N/A N/A N/A NIA
CFO 10,000f 15,000 N/A $17.73] 114/30/2014] N/A N/A N/A N/A
11,667| 23,333 N/A $33.88| 11/30/2015] NI/A N/A N/A N/A
0] 20,000 N/A $22.68| 12/4/2016] N/A N/A N/A N/A
illiam C. Nylin, Jr. 33,900 22,600 N/A $14.00} 11/25/2013] N/A N/A N/A N/A
Executive Vice 23,333] 11,667 N/A $17.73) 11/30/2014] N/A N/A NIA N/A
Chairman and COO 5,000f 10,000 N/A $33.88] 11/30/2015] N/A N/A NIA N/A
0| 25,000 N/A $22.68] 12/4/2016] N/A N/A N/A N/A
Timothy L. Frank 11,228 0 N/A $8.21] 7/26/2011 N/A N/A N/A N/A
President 4,800 3,200 NIA $14.00] 11/25/2013] N/A N/A N/A N/A
4,000 6,000 NIA $17.73] 11/30/2014] N/A N/A N/A N/A
3,000 12,000 N/A $33.88| 11/30/2015] N/A N/A NIA NIA
0] 20,000 N/A $22.68| 12/4/2016] N/A N/A N/A N/A
|David W. Trahan 4,800 3,200 NIA $14.00] 11/25/2013] N/A NIA N/A N/A
Sr. Vice President 4,000 6,000 NIA $17.73] 11/30/2014] N/A NIA N/A N/A
3,000( 12,000 N/A $33.88] 11/30/2015] N/A NIA N/A N/A
0| 20,000 N/A $22.68] 12/4/20161 N/A NIA IN/A N/A
Option Exercises and Stock Vested Table
Option Awards Stock Awards

Number of Shares
Acquired on Value Realized | Number of Shares Value Realized on
Name Exercise on Exercise Acquired on Vesting Vesting
# (%) (#) ($)
(a) (b) (c) (d} (e)
Thomas J. Frank, Sr. 0 0 N/A N/A
David L. Rogers 0 0 N/A N/A
William C. Nylin, Jr. 39,623 561,355 N/A N/A
Timothy L. Frank 0 0 N/A N/A
David W. Trahan 0 0 N/A NA
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Termination of Employment and Change of Control Arrangements

The following table indicated the quantitative disclosure of the estimated payments that would
have been provided to our named executive officers if they were terminated without cause or if their
employment agreement is not renewed, as of January 31, 2007:

The following table also indicated the quantitative disclosure of the estimated benefit of the
acceleratfon of each named executive officer's unvested options had a change of control occurred on
January 31, 2007 and is calculated based on the closing price of the Company's common stock on
January 31, 2007:

TerminationIChange in Control Benefits

(a)
(b} {c)
) Compensa-
Vesting |tion in lisu of
acceleration | salary/bonus | .

_ of options upon
Named upon change|. termination
Excutive in control |not for cause
) Officer (# of shares) $)
Thomas J. Frank, Sr. 75,934 480,000
William C. Nylin, Jr. 69,267 360,000
David L. Rogers 60,333 240,000

| Timothy L. Frank : 41,200 | -

David W. Trahan 41,200 . -

{b) Assumes vesting would accelerate on all unvested options per the employee stock option plan:

"1. Acceleration of Vesting and Exercise Dates. The other provisions of this
Agreement notwithstanding and pursuant fo Paragraph 12 of the Plan:

(a) In the event of a proposed dissolution or liquidation of the Company and at the -
discretion of the Administrator, this Option may be immediately exercised for the entire
number of Shares covered hereby until fifteen (15) days prior to such dissolution or
liquidation;

(b) In the event of a Merger Transaction in which this Option shalf not be assumed
or an equivalent option issued as a substitute by a successor entity, the Administrator shall
notify the Optionee in writing that this Option shall be exercisable for the entire number of
Shares covered hereunder for a period of fifteen (15) days from-the date of such notice; or

in the event of a Merger Transaction that constitutes a Change of Control in which
this Option is assumed or an equivalenl option is issued by a successor entily, an
Involuntary Termination of the Optionee within one (1) year after the effective date of the
Change of Conirol shall cause this Option or the equivalent substitute option fo be
immediately exercisable for the full number of Shares covered hereunder.”

(c) These amounts would be paid in equal installment in such intervals as the base salary would have
been paid, i.e., semi-monthly. Assumes termination occurred on February 1, 2007 and that termination
satisfies the following language from the employment agreements in force: '

-". In the event (i) Conn's exercises its right of termination other than for
Cause ar (i) this Agreement is not renewed by Conn's when it expires, Cann's shall be
obligated to pay Executive's Base Salary and Incentive Compensation, if any, earned and _
accrued but unpaid through the date of termination. In addition, Conn's shall pay as
severance pay one (1) year of Executive's current Base Salary. Such payments shall be
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Outstanding Equity Awards at Fiscal Year End Table

Option Awards Stock Awards
Equity
Incentive
Equity Equity Plan
Incentive - | Incentive | Awards:
Number of] Number Plan Number Plan Market or
Secur- |of Secur-| Awards: of Market | Awards: Payout
ities ites | Number of Shares | Value of | Number of] Value of
Under- | Under- | Securities or Units |shares or] Unearned | Uneamed
lying lying Under- of Stock | Units of | Shares, Shares,
Unexer- | Unexer- lying That Stock | Units or Units or
cised cised | Unexcer- | Option Have That Cther Other
Options- | Options- | cised Un-| Exer- Option Not |Have Not| Rights |Rights That
Exer- | Unexer-| earned | cised | Expiration | Been Been | That Have| Have Not
Name cisable | cisable | Opftions | Price Date Vested | Vested |Not Vested| Vested
#) # " $) (#) 3 # (8)
(a) {b) ic) {d) {e) (N (g) {h) {i) )
Thomas J. Frank, Sr. 33,900] 22,600 N/A $14.00] 11/25/2013] N/A N/A N/A N/A
Chairman and CEQ 23,333 11,667 NIA $17.73] 11/30/2014] N/A N/A NIA N/A
8,333 16,867 N/A $33.881 11/30/2015] N/A NIA N/A N/A
0| 250000 NA $22.68| 12/4/2016] NIA N/A N/A N/A
|David L. Rogers 3,000 2,000 N/A $14.00| 11/25/2013] N/A N/A N/A N/A
CFO 10,000} 15,000 N/A $17.73| 11/30/2014] NIA N/A N/A N/A
11,667] 23,333 N/A $33.88| 11/30/2015] N/A N/A N/A N/A
0| 20,000 N/A $22.68| 12/4/2016] N/A N/A N/A N/A
William C. Nytin, Jr. 33,800] 22,600 N/A $14.00F 11/25/2013] N/A N/A NIA N/A
Execuiive Vice 23,333 11,667 N/A $17.73] 11/30/2014] N/A NfA N/A N/A
Chairman and COO 5,000( 10,000 NA $33.88] 11/30/2015] N/A N/A N/A N/A
0] 25000 NA $22.68] 12/4/2016] N/A N/A N/A N/A
Timothy L. Frank 11,228 0] N/A $8.21] 7/26/2011] N/A N/A N/A NIA
President 4,800 3,200 N/A $14.00] 11/25/2013] N/A NIA N/A N/A
. 4,000 6,000 N/A $17.73] 11/30/2014] N/A N/A N/A N/A
3,000] 12,000 N/A $33.88] 11/30/2015] N/A N/A N/A NIA
0| 20,000 NIA $22.68] 12/4/2016] N/A N/A N/A NIA
|David W. Trahan 4,800 3,200 NIA $14.00] 11/25/2013] N/A N/A NIA NIA
Sr. Vice President 4,000 6,000 NIA $17.73] 11/30/2014] N/A N/A N/A N/A
: 3,000 12,000 N/A $33.88| 11/30/2015] NIA NIA N/A N/A
0l 20,000 N/A $22.68| 12/4/2016[ N/A N/A N/A N/A

Option Exercises and Stock Vested Table

Option Awards Stock Awards
Number of Shares
Acquired on Value Realized | Number of Shares Value Realized on
Name Exercise on Exearcise Acquired on Vesting Vesting
(#) ($) # (%)
(a) (b) () {d) i (e}
Thomas J. Frank, Sr. 0 0 N/A N/A
David L. Rogers 0 0 N/A N/A
William C. Nylin, Jr. 39,623 561,355 N/A N/A
Timothy L. Frank 0 0 N/A N/A
David W. Trahan 0 0 N/A NA
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Termination of Employment and Change of Control Arrangements

The following table indicated the quantitative disclosure of the estimated payments that would
have been provided to our named executive officers if they were terminated without cause or if their
employment agreement is not renewed, as of January 31, 2007:

The following table also indicated the quantitative disclosure of the estimated benefit of the
acceleration of each named executive officer's unvested options had a change of control occurred on
January 31, 2007 and is calculated based on the closing price of the Company's common stock on
January 31, 2007:

TerminationIChange in Control Benefits

(a) |
{b) (€)
. Compensa-
Vesting | tion in lieu of
acceleration | salary/bonus | .
, of options upon
Named upon change| termination
Excutive in control [ not for cause
T ~ Officer (#ofshares)) ' (§)
Thomas J. Frank, Sr. 75,934 480,000
William C. Nylin, Jr. 69,267 360,000
David L. Rogers 60,333 240,000
|Timothy L. Frank 41,200 -
David W. Trahan 41,200 : -

(b) Assumes vesting would accelerate on all unvested options per the employee stock option plan:

"1. Acceleration of Vesting and Exercise Dates. The other provisions of this
Agreement notwithstanding and pursuant to Paragraph 12 of the Plan:

(a) In the event of a proposed dissolution or liquidation of the Company and at the
discretion of the Administrator, this Option may be immediately exercised for the entire
number of Shares covered hereby unlil fifteen (15) days prior to such dissolution or
liquidation;

(b) In the event of a Merger Transaction in which this Option shall not be assumed
or an equivalent option issued as a substitute by a successor entity, the Administrator shall
notify the Optionee in writing that this Option shall be exercisable for the entire number of
Shares covered hereunder for a period of fiffeen (15) days from-the date of such notice; or

In the event of a Merger Transaction that constitutes a Change of Control in which
this Option is assumed or an equivalent option is issued by a successor entity, an
Involuntary Termination of the Optionee within one (1) year after the effective date of the
Change of Conirol shall cause this Option or the equivalent substitute option to be
immediately exercisable for the full number of Shares covered heretnder."

(c) These amounts would be paid in equal installment in such intervals as the base salary would have
been paid, i.e., semi-monthly. Assumes termination occurred on February 1, 2007 and that termination
satisfies the following language from the employment agreements in force: '

-"1. In the event (i} Conn's exercises its right of termination other than for
Cause or (i) this Agreement is not renewed by Conn's when it expires, Conn's shall be .
obligated to pay Executive's Base Salary and Incentive Compensation, if any, earned and _
accrued but unpaid through the dale of termination. In addition, Conn's shall pay as
severance pay one (1) year of Executive's current Base Salary. Such payments shall be
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made in equal installments in such intervals as the Base Salary was paid at the time of
such termmatron or expiration.”

.- T e TR - I

' Compensation of Non- Employee Directors -

-

Each non- employee dlrector of the board in respect of his or her service on the board receives:

e an annual retainer of $25,000 through the 2007 annual meetlng,

o 32,500 for each board meeting attended,; '
$1,000 for each audit committee meeting attended by a member of the audit committee
(excluding the chair of the audit committee) on the same day as a board meeting;

» $1,500 for each audit committee meeting attended by the chair of the audit commrttee .on the
same day as a board meeting, . .

N . $2,500 for each audit committee meeting attended by a member of. ‘the- audit_ commlttee

.. (excluding the chair of the audit committee) on a day other than the day of the_board meeting;.
¢ e« $3,500 for each audit committee meeting attended by the chair of the audit committee meetlng on
. aday other than the day of the board meeting; . ..
» - $500 per meeting for participation in a telephonic meeting of the board . o -
« . $750 for each compensation committee meeting attended by a member of the' compensatlon
committee on the same day as a board meseting, .
o §$1,250 for each compensation committee meeting attended by a member of the compensatuon
committee on a day other than the day of a board meeting.-

In addition our non-employee directors (i) are allowed to participate in the Company’s medical
plan at the same contributories with all the benefits of full-time act;ve employees (i) receive a
merchandise discount in the same amount as the discount our employeés receive; and (jii) are
reimbursed for their expenses in attendlng board and committee meetings. ]

" We adopted the 2003 Noh- -Employee Director Stock Option Plan in February 2003 in connection
with our initial public offering, and amended the Plan by vote of shareholders at our 2006 annual meeting
of shareholdérs. The, plan is administered by the board of directors. Only non- emptoyee dlrectors are
eligible grantees. Upon the closing of the initial public offering, we granted each of our then- current non-
employee directors the option to purchase 40,000 shares of our common stock, and we have and will
grant an option to purchase 40,000 shares of our common stock to any new board member. We will also
grant our non-employee directors an option to purchase an additional 10,000 shares following each
annual stockholders meeting on and after the fourth anmversary of each non-employee director’s initial
eléction or appointment to the board of directors. The initial optlons to purchase 40, 000 shares of our
common_stock issued to non- emp|oyee directors vest equally cver a three year perlod and the additional
options to purchase 10,000 shares of our common stock issued to non- employee directors vests on the
first annual anniversary date of the date of the grant. The exercise price of each option is equal to the
price per share of our common stock at the close of market on the date the option is granted. The options
have a term of up to ten years. Upon a change in control or sale of the company, optlonees have special
vesting and exercise rights. ‘ ,

Accordingly, if reelected at the 2007 Annual Meeting, six of the nominated non-employee
directors, Messrs. Brailsford, Jacoby, Bob L. Martin, Douglas H. Martin, Trawick and Wright, shall each be
granted an option to purchase an additional 10,000 shares of our.common stock, with the option vesting
on the annual anniversary date of the date of grant.
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Director Compensation Table

Non- Change in
equity pension value
incentive | and nonqualified
Fees earned plan deferred All Other
or paid in Stock Option |compensa] compensation |Compensa
Name cash Awards | Awards tion eamnings tion Total
$ $) %) {$) $ (3) (%)
(a) (b) (c} (d) (e} U] .(9) (h)
[Thomas J. Frank, Sr. - - - - - - -
[William C. Nylin, Jr. - - - - - - -
[Marvin D. Brailsford . 48,500 - - - - - 48,500
|Jon E. M. Jacoby 39,750 - - - - - 39,750
|Bob L. Martin 31,250 - - - - - 31,250
|Douglas H. Martin 33,500 - - - _ - - 33,500
Scott L. Thompson 48,500 - - - - - 48,500
(William T. Trawick 39,750 - - - - 32,000 71,750
Theodore M. Wn’cliht 56,250 - - - - - 56,250

{g) Mr. Trawick was a paid consultant of the Company through September 30, 2006.

Indemnification Arrangements

As permitted by the Delaware General Corporation Law, we have adopted provisions in our
certificate of incorporation and bylaws that provide for the indemnification of our directors and certain
executive officers, including the Named Executive Officers, to the fullest extent permitted by apptlicable
law. These provisions, among other things, indemnify each of our directors and certain officers for certain
expenses, including judgments, fines and amounts paid in settling or otherwise disposing of actions or
threatened actions, incurred by reascn of the fact that such person was a director or officer of Conn’s or
of any other corporation which such persen served in any capacity at the request of Conn's.

In addition, we have entered into indemnification agreements with each of our directors pursuant
to which we will indemnify them against judgments, claims, damages, losses and expenses incurred as a
result of the fact that any director, in his capacity as a director, is made cr threatened to be made a party
to any suit or proceeding. The indemnification agreements also provide for the advancement of certain
expenses (such as attorney’s fees, witness fees, damages, judgments, fines and settlement costs) to our
directors in connection with any such suit or proceeding.

We maintain a directors’ and officers’ liability insurance policy to insure our directors and officers
against certain losses resulting from acts committed by them in their capacities as our directors and
officers, including liabilities arising under the Securities Act of 1933.

CORPORATE GOVERNANCE
Code of Ethics

Our board has adopted a code of business conduct and ethics for our employees, a code of
ethics for our chief executive officer and senior financial professionals and a code of business conduct
and ethics for our board of directors. A copy of these codes is published on our website at
www.conns.com under “Investor Relations.” We intend to make all required disclosures concerning any
amendments to, or waivers from, these codes on our website,
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Stockholder Communications with the Board

We have adopted a policy that allows stockholders to communicate directly with the board of
directors. Stockholders may contact the board or any committee of the board by any one of the following
methods: .

By telephone: By mail: o By e-mail:

(409) 832-1696 Ext. 3218 Board of Directors . Conns1890tf@aot.com
3295 College Street
Beaumont, Texas 77701

All communications submitted under this policy will be compiled by the Compliance Officer of the
company and submitted to the board or the requisite board committee on a periodic basis. Complaints or
concerns relating to accounting, internal accounting controls or auditing matters will be referred to the
Audit Committee under the poiicy adopted by the Audit Committee. This policy and procedure is posted
on our website at www._conns.com under “Investor Relations”.
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AUDIT COMMITTEE REPORT

The Committee Co Wothve nar s N AT
Our board of directors established the' Audit Committee to recommend the appointment of our
independent auditors and to. oversee the company’s-(i) financial reporting process; (ii) intéernal-audits,
internal control policies and procedures implementation and compliance with Sarbanes-Oxley- Section
404 requirements, and authorities; and (iii) financial, tax, and risk management policies. The Audit
Committee is composed of three members and operates under a written charter," a copy of which is
published on our website at www.conns.com under “Investor Relations.” The Audit Committee has
prepared the following report on its activities with respect to the company’s: financial 'statements for the
fiscal year ended January 31, 2007. I L P
1 , ' e * ‘r‘.,f"‘ o

Review and Discussion

Management is responsible for the Company's financial reporting process including its system of
internal controls, and for the preparation ofiConn’s.consolidated financial.statements in accordance with
generally accepted accounting principles. . Ernst-& Young, LLP; the.company's independent auditors, is
responsible: for-auditing' those financial :statements _for- attesting -to: Management's. Report -on. Internal
Caontral:over Financial: Reporting; and:forr assessing the. effectiveness of internal- control .over financial
reporting. It is the Audit Committee’s responsibility to'monitor and-review.these processes. The members
of the Audit Committee are not employees of the Company and do not represent themselves to be or to
serve as, accountants or auditors by profession or experts in the field of accounting or auditing.

In connection with the preparation of the Company's audited financial statements for the fiscal
year ended January 31, 2007, the Audit Committee:

. reviewed and discussed the Company’s annual report on Form 10-K, including the
audited consoilidated financial statements of the Company and Management's Report on
Internal Control over Financial Reporting for the year ended January 31, 2007 with

management;

. discussed with Ernst & Young the matters required to be discussed by Statement on
Auditing Standards No. 61;

. received the written disclosures and the letter from Emst & Young required by

Independence Standards Board Standard No. 1 (Independence Discussions with Audit
Cemmittees), and discussed with Ernst & Young its independence from Conn'’s, including
whether Ernst & Young's provision of non-audit services to the company is compatible
with the auditors’ independence.

The Audit Commitiee meets with the company's independent auditors to discuss the results of
their examinations, their evaluations of the company's internal controls and the overall quality of the
company's financial reporting. The Audit Committee held four regularly scheduled meetings and five
telephonic meetings during the fiscal year ended January 31, 2007.

Recommendation
Based on the review and discussion referred to above, the Audit Committee recommended to the
board of directors that the audited financial statements be included in cur Annual Report on Form 10-K for
the fiscal year ended January 31, 2007, for filing with the Securities and Exchange Commission.
AUDIT COMMITTEE:
Theodore M. Wright, Chairman

Marvin D. Brailsford
Scott L. Thompsaon
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PERFORMANCE GRAPH

The following graph provides a comparison of the cumulative total stockholder return on our
common stock against the Nasdaq U.S. Stock Market Index and the average of a peer group index
comprised of five publicly traded consumer electronic and/or appliance retailers!”’ since: our initial public
offering on November 24, 2003. Since we have not been publicly traded for five years, we have selected
November 24, 2003, the date cur initial public offering, and the end of each of our fiscal quarters between
November 24, 2003 and January 31, 2007 (the last trading day of our fiscal year) for comparison
purposes. The graph refiects the value of a $100 investment as of November 24, 2003 in either our stock
or the indices presented at the dates of measurement, including reinvestment of dividends. The
corresponding index values and common- stock price values are summarized in the table below by
measurement date.

Indexed Total Stockholder Return
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' ——Conn's index — — NASDAQ US Stock Market - - - - Peer Group lndexi i

NASDAQ Peer Conn's

US Stock Group Closing

7 Conn's Market Stock Stock

Trade Date Index Index Index’ Price

November 24, 2003 $ 10000 % 10000 § 10000 $ 14.00

January 31, 2004 114.29 106.11 105.51 16.00

April 30, 2004 118.57 98.61 - 102.22 . 16.60

July 31, 2004 119.36 96,93 ° 117.86 16.71

October 31, 2004 109.43 101.43 140.87 15.32

" January 31, 2005 o 118.21 105.92 137.22 16.55

April 30, 2005 121.64 98.69 157.15 "17.03

July 31, 2005 191.36 112.21 184.58 26.79

October 31, 2005 209.07 ° 108.89 150.92 29.27

January 31, 2006 310.57 118.42 178.18 43.48

April 30, 2006 244.07 119.28 205.04 34.17

July 31, 2006 183.71 107 .41 171.86 25.72

October 31, 2006 17157 . 12155 206.15 24.02

January 31, 2007 167.64 126.54 190.06 23.47

' The peer group index consists of the simple average of the indices of Sears Holding Co., Best Buy Co., Inc., Circuit
City Stores, Inc., Rex Stores Corp. and Tweeter Home Entertainment Group, Inc.
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EXECUTIVE OFFICERS

Biographical Information

The board appoints our executive officers at the first board meeting following our annual meeting
of stockholders and updates the executive officer positions as necessary. Our executive officers serve at
the discretion of the board and until their successors are elected and qualified or until the earlier of their
death, resignation or removal. '

The following sets forth certain biographical information regarding our executive officers, including
service with Conn Appliances, Inc., our predecessor company:

Years of Service

Name Age Positions with Conn’s
Thomas J. Frank, Sr. 67 Chairman of the Board and Chief Executive Officer 47
William C. Nylin, Jr. 64 Executive Vice Chairman of the Board
and Chief Operating Officer 14
David L. Rogers 58 Chief Financial Officer 10
g Timothy L. Frank 39 President 11
David R. Atnip 59 Senior Vice President and Treasurer ‘ 14
Walter M. Broussard 47 Senior Vice President — Sales/Store Operations 21
Robert B. Lee, Jr. 60 Senior Vice President — Service and Logistics .7
David W. Trahan 46 Senior Vice President — Retail 19
Reymundo de fa Fuente, Jr. 46 Senior Vice President — Credit _ . 8

Thomas J. Frank, Sr. was appointed as our Chairman of the Board and Chief Executive Officer
in 1994, He has been employed by us for 47 years, has been a member of our board of directors since
1980 and has held every key management position within the organization, including responsibilities for
distribution, service, credit, information technology, accounting and general operations. Mr. Frank holds a
B.A. degree in industrial arts from Sam Houston State University and attended graduate courses at Texas
A&M University. Mr. Frank completed the SCMP course at Harvard University. Mr. Frank is the father of
Timothy L. Frank, our President.

William C. Nylin, Jr.. On March 28, 20086, Dr. Nylin was appointed to our board of directors as its
Executive Vice Chairman. He has served as our Chief Operating Officer since 1995. From 1995 until
April 1, 2006, he also served as our President. He became a member of our board of directors in 1993
and served in that capacity until September 2003, and was appointed to our board of directors on March ‘
28, 2006 by our board. In addition to performing responsibilities as Chief Operating Officer, he has direct |
responsibility for credit granting and collections, information technology, risk management, distribution
and service. From 1984 to 1995, Dr. Nylin held several executive management positions, including
Deputy Chancellor and Executive Vice President of Finance and Operations at Lamar University. Dr.
Nylin obtained his B.S. degree in mathematics from Lamar University and holds both a masters degree
and a doctorate degree in computer sciences from Purdue University. He has also completed a post-
graduate program at Harvard University.

David L. Rogers was appointed as our Chief Financial Officer Designate, effective September 1,
2004 and our Chief Financial Officer effective January 31, 2005. Mr. Rogers joined us in October 1996
and 'served as our Legal Manager until August 1997. He has served as our Controller from September
1997 until September 1, 2004. Prior to his joining our Company, Mr. Rogers served in various accounting
positions during a twenty-year career with a Fortune 500 public utility. Mr. Rogers obtained his B.B.A. in
accounting from Lamar University in December, 1974. Mr. Rogers has announced his retirement
effective January 31, 2008.

Timothy L. Frank was elected President of our Company by our board of directors on March 28,
20086, effective April 1, 2006. Mr. Frank has previously served as our Senior Vice President — Retail from
May, 2005. He joined us in September 1995 and has served in various roles throughout our Company,
including Director of Advertising, Director of Credit, Director of Legal Collections, Director of Direct
Marketing, and as Vice President of Special Projects. Prior to joining our Company, Mr. Frank served in

22



various marketing positions with a nationally known marketing consulting company. Mr. Frank holds a
B.S. in Liberal Aris from Texas A&M University and an M.B.A. in Marketing from the University of North
Texas. Mr. Frank has also completed a post-graduate program at Harvard University. Mr. Frank is the
son of Thomas J. Frank, Sr., our Chairman and Chief Executive Officer.

David R. Atnip has served as our Senior Vice President since October 2001 and as our
Treasurer since 1997. He joined us in 1992 and served as Chief Financial Officer from 1994 to 1897 and
as our Secretary from 1997 to 2005. In 1995, he joined our board of directors and served in that capacity
until September 2003. Mr. Atnip holds a B.B.A. in accounting from The University of Texas at Arlington
and has over 20 yéars of financial experience in the savings and loan industry. '

Walter M. Broussard has served as our Senior Vice President — Sales since 2005, and
previously served as our Senior Vice President — Store Operations from October 2001. Mr. Broussard has
served us in numerous retail capacities since 1985, including working on the sales floor as a sales
consultant, store manager.and district manager. He has over 25 years of retail sales experience. He
attended Lamar University and has compléted special study programs at Harvard University, Rice
University and the University of Notre Dame.

Robert B. Lee, Jr. has served as our Senior Vice President — Service and Logistics since April,
2005, after serving as our Vice President — Advertising, and was our Senior Vice President — Advertising
from October 2001 and Vice President — Advertising from January, 1999 until October 2001. His
responsibilities include managing our Service Division and Distribution Division. The Service Division is
responsible for providing factory authorized service from the Company’s five regional service centers for
the majority of the products that we sell. The Distribution Division consists of warehousing, transportation
and delivery operations from our five regional warehouse and two cross-dock facilities. He also chairs
our site selection committee and manages our Facility Maintenance department. From 1990 until 1998,
he was a partner in Ann Lee & Associates, a Beaumont-based advertising agency and public relations
firm where he served as Chief Operating Officer. Mr. Lee obtained a B.B.A. in Finance from The
University of Texas at Austin and completed a post-graduate program at the University of Notre Dame.

David W. Trahan was elected Senior Vice President — Retail by our board of directors on March
28, 2006, effective April 1, 2006. He has previously served as our Senior Vice President — Merchandising
from Qctober 2001. He has been employed by us since 1986 in various capacities, including sales, store
operations and merchandising. He has been directly responsible for our merchandising and product
purchasing functions, as well as product display and pricing operations, for the last four years. Mr. Trahan
has completed special study programs at Harvard University, Rice University and Lamar University.

Reymundo de la Fuente, Jr. has served as our Senior Vice President — Credit since October
2001. Since joining us in 1998, he has served in positions that involve direct responsibility for credit
underwriting, customer service inbound operations, collections, recovery of charge-offs and legal
activities. Mr. de la Fuente has worked in the credit receivables industry since 1986 with national credit
organizations. His responsibilities included the strategic direction and development of large credit
portfolios. Mr. de la Fuente obtained his B.B.A. in finance from The University of Texas at San Antonio
and holds an M.B.A. from Our Lady of the Lake in San Antonio.

Michael J. Poppe. In connection with the announcement by David Rogers, our CFO, of his
retirement effective January 31, 2008, our Board appointed Michae! J. Poppe, our current Controller and
Assistant Chief Financial Officer, as our Chief Financial Officer effective February 1, 2008. Mr. Poppe,
39, has served as our Controller and Assistant Chief Financial Officer and Assistant Treasurer since he
joined us in September 2004. In the 14 years prior to his joining us, Mr. Poppe served in various
accounting and finance management positions in public accounting at Arthur Andersen LLP and in
automotive retail companies, most recently as Vice President and Corporate Controller of Group 1
Automotive, Inc. Mr. Poppe spent from January 1997 until May 2004 at Group 1, a New York Stock
Exchange listed, Fortune 500 retail company, and was a member of the founding management team. Mr.
Poppe is a certified public accountant and obtained his B.B.A in accounting and finance from Texas A&M
University. )
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Eqwty Incentive Plans

Amended and Restated 2003 Incentive Stock Option Plan

In February 2003, we adopted our Amended and Restated 2003 Incentive Stock Option Plan, and
amended the Plan in June 2004. The plan is administered by the Compensation Committee of our board
of directors. Qur employees and employees of our subsidiaries, subject to certain exclusions, are eligible
to participate in the plan. Option grants are made within the discretion of the Compensation Committee.
Opticns may be granted for such terms as the Compensation Committee may determing, but not for
terms greater than ten years from the date of grant. The maximum number of shares of our common
stock that may be issued under this plan is 3,859,767 shares, subject to adjustment. All options issued
vest equally over either a three-year term or a five-year term. At January 31, 2007, there were options to
purchase 1,755,018 shares of our common stock issued and outstanding under the plan.

Employee Stock Purchase Plan ' .~

In February 2003 we adopted our, Employee Stock Purchase Plan, The plan is administered by
thé Compensation Committee of our board “of directors. Our employees and employees of our
subsidiaries, subject to certain exclusions, are eligible to participate in the plan. Eligible employees are
able to purchase shares of our common stock without brokerage commissions and at a discount from
market prices. The maximum number of shares_of our common stock that may be issued under this plan
is 1,267,085 shares, subject to adjustment.

2003 Non-Employee Director Stock Option Plan

. We also heve the 2003 Non-Employee Director Stock Option Plan, which we adopted in February
2003 and is discussed on page 10. The maximum number of shares of our common stock that may be
issued under this plan is 600,000 shares, subject to adjustment All options issued to a director when be
or she becomes a director currently vest equally over a three-year term, while those issued to a director
on his fourth anniversary date of becoming a director vest on the first anniversary date of the grant. At
January 31, 2007, there were options to purchase 251 000 shares of our common_ stock issued and
outstandlng under the plan.

The following table provides information regarding the number of shares of our common stock
that may be issued on exercise of outstanding stock options and warrants under our existing equity
compensatlon plans as of January 31, 2006. These plans are as follows:

. the Amended and Restated 2003 Incentive Stock Option Plan;
. - the Non-Employee Director Stock Option Plan; and
L the Employee Stock.Purchase Program.
(A) B (B) (C)
Number of Securities
. Remaining Available for
Number of Securities to be Weighted-Average Future Issuance Under Equity
Issued upon Exercise of * Exercise Price of Compensation Plans
Outstanding Options, QOutstanding Options, (Excluding Seourities
Plan Category Warrants and Rights ' Warrants and Rights Reflected in Column (A})

Equity Compensation
Plans Approved by ' : '

Stockholders ' 2,006,018 (1) $18.36 1,724,249 (1)
Equity Compensation

Plans Not Approved by

Stockholders - - -
Total 2,006,018 ‘ $18.36 1,724,249

(1} Includes 251,000 outstanding options and 320,000 options available for future issue
applicable to the Non-Employee Director Stock Option Plan.
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STOCK OWNERSHIP OF DIRECTORS, EXECUTIVE OFFICERS
g ’ AND PRINCIPAL STOCKHOLDERS

The following table sets forth mformatlon regardlng the benef c1a| ownersh|p of our common stock
for each person who is known by Us to be the beneficial owner of more than 5% of our voting securities,
for each director and named’ executwe officer, .and for ail directors and executive officers as a group.
Unless otherwise indicated in the footnotes, each person named below has sole voting and investment
power over the shares indicated. For purposes of this table, a person is deemed to be the "beneficial
owner” of the numbér of ‘shares of common stock that such person has the right to acquire within 60 days
of April 13; 2007 through the exermse of any option, warrant or right, through the conversion of any
secunty, through the power. to revoke a trust, dlscretlonary account, or similar arrangement or through
the automatic termination of.a trust, dlscretlonary account or S|m|Iar arrangement..

Percent of
i * oo : N g : ' Common
: " ' Stock

. N o ‘.~ Name Common Stock Owned . Owned:
Conn's Voting Trust (1) ~ 11,293,243 47.09%
SF Holding Corp. (2) 1,011,115 4.22%
Stephens Inc. Vet . 313,859 . 1.31%
Warren A; Stephens 2,743,354 (3) 11.44%
W.R. Stephens,"Jr. . : 2,871,163 (4) . 11.97%
Elizabeth Stephens Campbell- 2,774,722 (5) 11.57%
Pamela Dianne Stéphens Trust One _ 1,182,862 - v 4.93%
' Bess C. Stephens’ - "3 ¥ - 1,843,740 (6) 7.69%
Jon E.M. Jacoby 643,391 (7) 2.68%
Douglas H. Martin L. 300,717 (8) 1.25%
. GAM London Ltdr s ol .1,880,000 . . - 7.84%
Thomas J. Frank, Sr, . Mo - 918,279 (9) 3.83%
William C. Nylin, Jr. ~ = oot © 281,585 (10) 1.17%
David W. Trahan -~ " % = ° 7 164,330"(11) 0.69%
DavidL. Rogers ' -+ v 30,667 (12) 0.13%
Timothy L. Frank 114,600 (13) 0.48%
Marvin, D Brailsford . ar : 40,000 (14) 0.17%
Bob L. Martin " .+ <o 40,000 (15) 0.17%
William T. Trawick e a 40,000 (18) 0.17%
Theodore M. Wright 23,000 (17) . 0.10%
Scott L. Thompson 28,213 (18) 0.12%
Directors and officers (12 persons) 2,624,782-(19) "10.95%

™ These shares have been contributed to a voting trust agreement and are held and voted by an lndependent third
party as voting trustee. The voting trust will vote the shares held in the voting trust in the same proportion as votes
cast “for” or “against” any proposals by all other stockholders. The .voting trust agreement imposes substantial
limitations on the sale or other disposition of the shares subject to the voting trust. The voting trust agreement will
expire in November 2013 or such earlier time as Stephens Inc. ceases to be an affiliate of ours or a market maker of
our common stock. .

@ The principal voting stockholders of SF Holding Corp. are the Jackson T. Stephens Trust No. One UID 4/88 and
the Bess C. Stephens Trust. Warren A. Stephens is a director and co-chairman of SF Holding Corp. and a director
and president of Stephens Inc. W.R. Stephens, Jr. is a director and co-chairman of SF Holding Corp. Mr. Jacoby is a
officer of SF Holding Corp. Mr. Martin is a director and an officer of SF Holding Corp and an officer of Stephens inc.
The address of Warren A. Stephens and Doug Martin is c/6 Stephens Inc., 111 Center Street, Little Rock, Arkansas
72201. The address of W.R. Stephens, Jr. and Jon E.M. Jacoby is c/o The Stephens Group, LLC, 100 Morgan
Keegan Drive, Little Rock, Arkansas 72202.

9 |ncludes 1,871,549 shares owned by Stephens Investments Holdings LLC, 4,356 shares owned by Warren Miles
Amerine Stephens Trust, 4,356 shares owned by John Calhoun Stephens Trust and 4,356 shares owned by Laura
Whitaker Stephens Trust, which have been contributed to the voting trust and as to which Mr. Stephens, as trustee or
otherwise, has no power to vote and sole power of disposition; 739,100 shares owned by Harriet C. Stephens Trust,
which have been contributed to the voting trust; 119,322 shares owned by Stephens Investment Partners 2000 LLC
and 315 shares owned by Stephens Investment Partners 2001 LLC, as to which Mr. Stephens, as co-manager, has
shared power to vote and shared power of disposition. Does not include shares owned by SF Holding Corp.,
Stephens Inc., or any of their respective affiliates, except as mentioned in this footnote.
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®) Jncludes 1,162,530 shares owned by W.R. Stephens, Jr. Revocable Trust, which have been contributed to the
voting trust and as to which Mr. Stephens, as trustee, has no power to vote and sole power of disposition; 202,774
shares owned by W.R. Stephens, Jr. Children’'s Trust, 155,489 shares held by W.R. Stephens Il Trust, 155,489
shares held by Arden Jewell Stephens Trust, and 1,182,862 shares held by Pamela D. Stephens Trust One, which
have been contributed to the voting trust and as to which Mr, Stephens, as a co-trustee or otherwise, has no power to
vote and shared power of disposition; and 12,019 shares owned by Carol Stephens which have been contributed to
the voting trust. Does not include shares owned by SF Holding Corp. or any of its affiliates, except as mentioned in
this footnote. ) ' .

%) Includes 1,091,531 shares owned by Francine, Inc., which have been contributed to the voting trust and as to
which Ms. Campbell, as an executive officer, has no power to vote and sole power of disposition; 1,182,862 shares
owned by Pamela D. Stephens Trust One, 250,331 shares owned by MAM International, Inc., and 83,333 shares
owned by each of Craig Dobbs Campbell, Jr. 1992 Trust, Susan Stephens Campbell 1892 Trust, and Elizabeth S.
Campbell 1992 Trust, which have been contributed to the voting trust and as to which Ms. Campbell, as a co-trustee
or otherwise, has no power to vote and shared power of disposition.

® Includes 202,774 shares owned by W.R. Stephens, Jr. Children’s Trust, 208,105 shares owned by Bess. C.
Stephens Trust, 1,182,662 shares owned by Pameia D. Stephens Trust One, and 83,333 shares owned by each of
Craig Dobbs Campbell, Jr. 1992 Trust, Susan Stephens Campbell 1992 Trust, and Elizabeth S. Campbell 1992 Trust,
which have been contributed to the voting trust and as to which Ms. Stephens, as a co-trustee, has no power to vote
and shared power of disposition.

™ Includes 570,280 shares owned by Coral Two Corporation which have been contributed to the voting trust and as
to which Mr. Jacoby, as an executive officer, has no power to vote and sole power of disposition; 42,857 shares
owned by Smiley Holdings, LLC, as to which Mr. Jacoby, as a manager, has sole power to vote and sole power of
disposition; 3,588 shares owned by Mr. Jacoby which have not been contributed to the voting trust; and 40,000
shares which Mr. Jacoby has the right to receive upon the exercise of options exercisable on or within 60 days after
April 13, 2007. Does not include shares owned by SF Holding Corp. or any of its affiliates, except as mentioned in
this footnote.

® ncludes 154,414 shares owned by Mr. Martin, which have been contributed to the voting trust and as to which Mr.
Martin has no voting power and scle dispositive power; 119,322 shares owned by Stephens Investment Partners
2000 LLC and 315 shares owned by Stephens Investment Partners 2001 LLC, as to which Mr. Martin, as co-
manager, has shared power to vote and shared power of disposition; and 40,000 shares which Mr. Martin has the
right to receive upon the exercise of options exercisable on or within 60 days after April 13, 2007. Does not include
shares owned by SF Holding Corp., Stephens Inc., or any of their respective affiliates, except as mentioned in this
footnots.

®) ncludes 338,279 shares owned by a trust over which Mr. Frank is the trustee and exercises sole voting power and
sole dispositive power but over which Mr. Frank has no pecuniary interest and for which Mr. Frank disclaims
beneficial ownership and includes options to purchase 85,566 shares of common stock, .

% includes options to purchase 50,700 shares of common stock.
" |ncludes options to purchase 11,800 shares of common stock.
12 |ncludes options to purchase 24,667 shares of common stock.
% Includes options to purchase 23,028 shares of common stock.
“*} Inciudes options to purchase 40,000 shares of common stock.
U9 |ncludes options to purchase 40,000 shares of common stock.
%} Includes options to purchase 40,000 shares of common stock.
7 Includes options to purchase 23,000 shares of common stock.
(8 Includes options to purchase 28,000 shares of common stock.

9 jncludes options to purchase 438,294 shares of common stock. '

26




CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS
Review and Approval of Related Person Transactions

We review all relationships and transactions in which the Company and our directors and
executive officers or their immediate family members are participants to determine whether such persons
have a direct or indirect material interest, and if so, if the transactions are at arms length and are
acceptable to the Board of Directors. As required under SEC rules, transactions that are determined to
be directly or indirectly material to the Company or a related person are disclosed in the Company’s Proxy
Statement. In addition, the Audit Committee reviews any related person transaction that is required to be
disclosed, and submits to the full board of directors such relationship for approval. In the course of its
review of these relationships, the commitiee considers:

« the nature of the related person's interest in the transaction;

e the material terms of the transaction, including, without limitation, the amount and type of
transaction, and the timing of the entering of such transaction;
the importance of the transaction to the related person;
the importance of the transaction to the Company;

s whether the transaction would impair the judgment of a director or executive officer to act in the
hest interest of the Company; and

+ any other matters the committee deems appropriate.

Lease Arrangement

Since 1996, we have leased one of our Houston, Texas store locations containing approximately
19,150 square feet from Thomas J. Frank, Sr., our Chairman of the Board and Chief Executive Officer.
The lease provides for base monthly rental payments of $17,235 plus escrow for taxes, insurance and
common area maintenance expenses, which escalate annually, per month through January 31, 2011.
We also have an option to renew the lease for two additional five-year terms. Mr. Frank received total
payments under this lease of $281,000 in each of fiscal years 2005, 2006, and 2007. Based on current
market lease rates for comparable retail space in the area, we believe that the terms of this lease were at
or better than fair market value at the date of the lease commencement.

Independent Contractor

William T. Trawick has served as a member of our board of directors since September 2003 and
served as an agdvisory director of Conn Appliances, Inc., our predecessor company, since August 1999,
In addition to the fees paid to Mr. Trawick in his capacity as a director, we paid him consulting fees in the
amount of $48,000 in fiscal 2005, $48,000 in fiscal 2006 and $32,000 in fiscal 2007. Mr. Trawick is also
the President and Executive Director of NATM Buying Corporation, a national buying group representing
nine regional retailers, including us, in the appiiance and electronics industry. NATM coordinates the
buying and merchandising strategies for its member retailers. We recorded expenses of cash payments
to NATM for membership dues of $83,000 in fiscal years 2005, 2006, and 2007. The Company
terminated its consulting contract with Mr. Trawick in September, 2006.

Indirect Ownership in Service Provider

During fiscal year 2007, we engaged the services of Direct Marketing Solutions, Inc., or DMS, for
a substantial portion of our direct mailing advertising. Direct Marketing Solutions, Inc. is partially owned
(less than 50%) by the SF Holding Corp., members of the Stephens family, Jon E.M. Jacoby and Douglas
H. Martin. SF Holding Corp. and the members of the Stephens family are significant shareholders of our
company, and Messrs. Jacoby and Martin are members of our Board of Directors. Thomas J. Frank, the
Chief Executive Officer and Chairman of the Board of Directors indirectly owned a small percentage
(0.7%) at the end of fiscal year 2005, but divested his interest during the first half of fiscal 2006. The fees
we paid to DMS during fiscal 2005, 2006 and 2007 amounted to approximately $1.8 million, $4.3 million
and $5.8 million, respectively. When DMS was initially engaged to perform direct marketing services for
us, a competitive analysis was performed from submissions by various marketing groups, with DMS
presenting the low price point in these analyses. During fiscal 2006 and 2007, additional competitive
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analyses have been performed which continually support that DMS offers us the lowest cost for this
service. We, at least-annually, seek competitive bids for the services performed by DMS.

Stock repurchase services . T ey o '

The Company engaged the services of Stephens Inc. to act as its broker under, its stock repurchase

program. Stephens Inc. is a shareholder.of the Company, and Doug Martin, an Executive Vice President
of Stephens Inc.,-is"a member:of the Company’s Board of Directors. During the year ended January 31,
2007, the Company incurred fees payable to Stephens Inc.: of $5,040 related to the purchase of 168,000
shares of its .common stock. -Based on a review of competitive bids received from .various.broker
candidates, the Company believes the terms of thls arrangement are no Iess favorable than it could have
obtained in an arms’ length transaction. : . S
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SECTION 16{A) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16{a) of the Exchange Act requires that our directors, executive officers and other
persons who own more than 10% of our outstanding common stock file initial reports of ownership and
reports of changes in ownership of our common stock with the SEC. Officers, directors and other
stockholders who own more than 10% of our outstanding common stock are required by the SEC to
furnish us with copies of all Section 16(a} reports they file.

To our knowledge, based on a review of reports and information furnished to us by those persons
who were directors, executive officers and/or the beneficial holders of 10% or more of our common stock
at any time during the fiscat year ended January 31, 2007 and upon representations from such persons,
we believe that all stock ownership reports required to be fifed under section 16(a) by such reporting
persons during the fiscal year ended January 31, 2007 were timely made.

INDEPENDENT PUBLIC ACCOUNTANTS

Emnst & Young LLP served as our independent public accountants for the fiscal year ended
January 31, 2007. The Audit Committee has appointed Emst & Young as our independent public
accountants for the fiscal year ending January 31, 2008, subject to sharehclder ratification.
Representatives of Ernst & Young will attend the 2007 annual meeting of stockholders and will be
available to respond to appropriate questions that may be asked by stockholders. These representatives
will also have an opportunity to make a statement at the meeting if they desire to do so.

We paid the following fees to Ernst & Young for professional and other services rendered by them
during fiscal 2005, 2006 and 2007:

Years Ended January 31,

2005 2006 2007
AULIE FEES. . uvnvinierieriiarerive e e, $ 663,536 $ 636,624 $ 897,578
Audit-Related Fees.........cocooieiiiiiiiiinnn, 68,300 100,634 101,251
TAX FBES. it e - - -
AllOtherFees. .. .o - - 133,656

Our Audit Committee Charter requires pre-approval of all services to be rendered by our
independent auditors. It was determined that no services rendered by our outside auditors in fiscal 2007
were prohibited under the new requirements of the Sarbanes-Oxley Act of 2002. Fees associated with
the audit for fiscal 2007 were approved in advance of services being rendered. In addition, the Audit
Committee has considered whether Emst & Young's provision of services, other than services rendered
in connection with the audit of our annual financial statements and reviews of our financial statements
included in our Forms 10-Q for the most recent fiscal year, is compatible with maintaining Ernst & Young's
independence and has determined that such services rendered met the requirements of independence.
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FINANCIAL HIGHLIGHTS
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